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What you expect to hear from me, I believe, is how a dealer 
in investments proceeds—or should proceed—when he investi- 
gates the securities which he proposes to purchase for his own 
account to be sold later at a profit; what the essential facts are 
upon which he bases his judgment of those securities; what ex- 
perts he employs to enable him to determine these facts, and 
what experience he brings to his aid. I must say at once that 
the subject chosen is a very vast and comprehensive one and 
in the time and space allotted can only be handled in a very 
sketchy and general way. Even issues of entirely similar char- 
acter must often be viewed at utterly different angles, and one 
cannot compress into a short address all the subject involved, 
nor yet a lifetime’s experience. I shall, therefore, in what I 
am about to say, confine myself to investment bonds of going or 
established concerns of domestic origin, and, generally speaking, 
to those which a banking house, to use a street phrase, originates. 
Luckily, (often unluckily from the sordid and, of course, negli- 
gible point of view of profit!) these constitute by far the most 
important part of any house’s business, and when you join with 
another house, or houses, you must usually take it for granted 
that the same skill and care you would yourself exercise have 
been employed. 

Now in everything one does or says that is important, I 
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believe that the attitude of mind toward the subject in question 
is an essential consideration, so before I am fairly launched in 
my subject I will say that in everything your banker proposes 
to buy he must never forget that his future and reputation are 
largely at stake, and he should always remember that he is, 
in last analysis, about to direct the disposal of other people’s 
money and be held at least morally responsible for the outcome. 
This money is often the savings of a lifetime and the fruit of 
years of toil and endeavor, or the shelter and sustenance of old 
age and the helpless. 


Bonds, as you know, are roughly divided into four classes, 
and the order of their classification is almost exactly the order 
of their merit and soundness. These classes are: 

Government and municipal bonds. 
Steam railroad bonds. 

Public utility bonds. 

Industrial bonds. 

Government and municipal bonds are in a class by themselves, 
and the essential facts back of them which establish their great 
security are the taxing power vested in the political unit which 
issues them and the definite and clearly determined statutes which 
govern their issuance. In last analysis, they are an absolute 
first lien against all taxable property, even ahead of first mort- 
gages. In the event of default the courts will protect the holder, 
and, unless the community issuing them loses its existence, they 
must be paid. I realize that an individual cannot sue our govern- 
ment or a state without their respective consents, but unless you 
have good reason to doubt their very existence you need hardly 
let that fact disturb you, since you know that they cannot continue 
unless their just debts are paid. The only expert to be employed 
is an able and thorough lawyer, who determines, from an exam- 
ination of all the necessary documents, whether the loan is prop- 
erly issued. Experience teaches you to consider: 

The size, stability and prosperity of the debtor; 

The percentage of net debt to assessed valuation of taxable 

property ; 

The population and its growth over a term of years; 

The debtor’s general credit and desirability as a moral risk. 

These considerations probably need no amplification or ex- 
planation. They are, after all, more concerned with the salability 
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and ultimate marketability of the loan, which is not a part of our 
subject. 

I do believe, however, that “general credit and desirability 
as a moral risk” are especially important in the class of bonds 
we are now discussing. No one welcomes a default, and honor 
itself should not be a more delicate and sensitive thing than 
government or municipal credit. Even in these bonds some very 
startling things have happened. 

Next in our classification are steam railroad bonds. The 
essential facts are that almost all the history and operations of 
the railroads are matters of public knowledge and minute 
record, that they are generally regulated by the Interstate Com- 
merce Commission, and in many cases by state commissions, 
and that they constitute in human economy the great arteries of 
commerce without which a high order of civilization cannot 
exist. They come to the investment dealer from the large bank- 
ing houses, such as J. P. Morgan & Company, Kuhn, Loeb & 
Company, and a few others, who, presumably, have exercised 
the ability and care in their scrutiny of them that you would 
expect of houses of such standing and justly deserved reputa- 
tion. You, therefore, can dispense with the services of any ex- 
perts. 

Here, experience dictates that you should know exactly, 
first, the position of the loan offered with reference to the 
security behind it, and just what property or collateral is pledged 
and how valuable it probably is. It goes without saying that a 
first mortgage is better than a second one; that a lien on the 
main line is more desirable than one on a branch; and that a 
note with definite, valuable and marketable collateral pledged 
to secure it is safer than a plain note of hand. Second, you 
should know the exact terms of the mortgage. There should be 
nothing uncertain, ambiguous, or dangerous in it, and your bond 
will not be weakened by an adequate sinking fund. Third, you 
must be familiar with the road’s earning power, with special 
reference, of course, to the new loan, and must consider care- 
fully the margin of safety which those earnings exhibit. Fourth, 
the position and history of the road are important. Does it 
operate in a thickly populated and growing community where 
there is a dense traffic, or in a sparsely inhabited one producing 
little tonnage? Has its history been one of success and safe 
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growth, or is the testimony in this direction indifferent or bad? 
What is the character of the traffic handled and is the road too 
dependent upon any class, or classes, of tonnage? Fifth, you 
should know the general reputation and credit of the manage- 
ment. Has the property been improved and properly maintained 
out of earnings, or have dividends been too frequent and too 
large? Has it over-discounted the future in its expansion and 
search for new business? Has it been administered as a com- 
mon carrier should be, or with the idea of making immense sums 
of money for the insiders? 

Again we are face to face with a most important factor. 
There is a reason for the general regard of the investing public 
for a Pennsylvania Railroad obligation, and an equally good one 
for that same public’s lukewarmness toward those of some other 
roads, which I need not mention. 

Before we proceed to the next class I desire to say that I 
realize there have been many defaults in steam railroad bonds, 
and much bitter experience. Bad management or too selfish 
administration, unwise legislation, constantly increasing demands 
for expensive improvements and costly service and for higher 
and higher wages, all have had, and are still having, their in- 
fluence, but I maintain that if you are armed with the proper facts 
and exercise ability and good judgment in picking your issues 
you will rarely go wrong, and that steam railroad bonds are 
usually very safe. 


The third class is the bonds of the so-called public utility 
corporations—those furnishing the public with gas and elec- 
tricity for light or power, or both, and with street railway trans- 
portation. One of the most essential facts about them is that 
they are public necessities and that we cannot get along without 
them. Also, their history has been very good, even in times 
of general depression, and as our people have increased and their 
business has grown these companies as a rule have been pro- 
portionately prosperous. A possible exception is street rail- 
ways, but the trouble with them, I believe, has been largely mis- 
management, over-capitalization, reckless combination, under- 
estimation of cost of construction and operation and over-esti- 
mation of earnings and the fact that they have often been 
operated with apparently the sole idea of enabling insiders to 
unload on the public bad securities at inflated figures. 
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The experts to be employed are (1st) the engineer and ap- 
praiser, who determine for you the security back of the loan 
and what the actual physical value of the property is. They 
should cut to the bone in their reports and should go very deep 
into all the facts. They should also be asked to give you the 
benefit of their advice and experience. 

Next you should know under what franchises the company 
operates and what their maturities are with reference to the due 
date of the bonds you propose to buy. Also, what conditions they 
impose on the company. Your lawyer passes upon them, and the 
legality of the issue and your own common sense and experi- 
ence check his sometimes too professional opinion. You must 
exercise your business sense as to the business meaning and 
reasonableness of what he tells you. Then your accountant in- 
vestigates and reports upon the company’s earning power, again 
with special reference to the loan before you, and goes back 
over a term of years. If it is necessary, you should caution him 
to take nothing for granted and to get at the facts back of the 
company’s report. You can also secure from him intelligent and 
valuable advice—the fruit of his experience. Next, you investi- 
gate the record and history of the management, and what type 
of men compose it. Are they interested in the company as man- 
agers, or too largely for their own private profit? How are 
they regarded by the community which they serve? What kind 
of an organization have they built up, and what are their rela- 
tions with their employees? Then, what is the character of the 
territory served—stable and growing? What is the volume of 
business done and what growth in population has been experi- 
enced? What is its record in bank clearings, post office receipts 
and other indices of the business the territory produces, and 
will produce? Again, what is the attitude of the public served 
as expressed by its legislation—reasonable and just, or hostile 
and confiscatory? Further, what are the provisions of the mort- 
gage and does it contain an adequate sinking or depreciation 
fund? What restrictions does it impose on future issues of the 
bonds? Yet again, has the company enough working capital, 
and has it made reasonable provision for accidents to its patrons 
and employees by means of an insurance fund of its own or 
through the regular insurance channels? There are many more 
considerations which space prohibits me from enumerating. 
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I will pass from this class by saying finally that you should 
sum up, by asking yourself what pitfalls experience with similar 
issues in the past has led you to avoid in the present one, such 
as labor troubles, the fact that certain territories are notoriously 
subject to earthquakes, floods and other acts of God. Also, 
how the proposed issue compares with like ones which have been 
entirely successful, and if you can answer satisfactorily to your- 
self, and your associates, any reasonable arguments that can be 
made against your issue, and if your reason, experience, knowl- 
edge and imagination are entirely and adequately satisfied. Take 
nothing for granted. Do not allow yourself to be hurried. De- 
mand and exact answers to every question you can ask. No 
corporation can nowadays afford to refuse any reasonable, or 
perhaps unreasonable, request for information which comes from 
the men who lend them their own and other people’s money. 

Our last class is the bonds of industrial concerns, and here 
the greatest possible care and scrutiny are imperative, probably 
because so much depends upon management. The favorable 
factor, I believe, is that you can and do secure more complete 
and exhaustive information about them than about any others, 
and we all know that a reasonable man cannot say that a bond 
is insecure just because it belongs to a certain class and that 
class is lowest in the scale and has the least favorable history. 
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Here, our first and foremost consideration—as indeed it 
is in all classes—is the security for the loan, the foundation upon 
which it rests. You must be so sure in this class that you should 
not touch the bonds unless the property mortgaged is as junk 
and real estate worth the par of the bonds, and always will be, 
or unless the property plus the excess of net quick assets, rigidly 
defined and covered exactly and completely by the mortgage, is 
more than similarly valuable. 

The same experts employed in the case of public utility issues 
are called in here, and you must be doubly sure that they have 
done their work thoroughly and with minute care. Then, in 
addition to much of the experienced scrutiny applied to the pre- 
ceding class, I feel that you should only lend to a business deal- 
ing in a necessity of life, for which there will always be a demand, 
and only to one as little as possible subject to adverse influences. 
arising from new patents or processes. Said business should also 
be in no way too dependent upon artificial protection, such as 
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high tariff laws, excessive profits—which almost invariably 
dwindle, according to a well-known economie law—and other 
dangerous and questionable features. Then you must think 
doubly hard about the management, because it is in this class 
so peculiarly vital to the success of the business. You must 
consider its make-up and character, how established and of 
what age it is, and how it will be carried on provided the promi- 
nent officers die or are incapacitated, and how much said officers 
are interested in the particular business you are going to finance 
or some others. Ask a good credit man for a line onthem. Next, 
apply every test that you can command or think of and call upon 
all your experience and knowledge; get the views of some expert 
engaged in a similar business and with years of valuable experi- 
ence back of his judgment. Then try and discount everything 
that is told you, remembering that it is exceedingly rare that 
estimates and predictions are wholly fulfilled. _Beware—this 
applies to a consolidation—of organization expenses, condition 
of plants taken over, unforeseen extras, questionable contracts, 
etc. Be always a sane and reasonable doubter and try to imagin 
some possible and blasting occurrence which can upset all your 
calculations and reverse your entire judgment. It is not too 
much to say, in this connection, that you should remind your- 
self that life itself, and everything human, is uncertain. 

I have made no mention of how the times you are in and 
new laws, changed conditions, etc., affect your judgment. These 
omissions have been purposely made, but such condition are of 
great importance in the investigation ef any proposition sub- 
mitted to you. 
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By M. VANCLEVE 


The simple bookkeeping needed in conducting a small busi- 
ness is so much a matter of routine that anyone who knows the 
elements of arithmetic can readily acquire the art with a little 
practice. But it is quite a different matter calling for quite a 
different grade of ability, to be able to devise and execute a sys- 
tem of accounting which will cover the vast operations of a great 
corporation doing business under modern conditions of competi- 
tion, where all items of cost must be accurately determined and 
all parts of the organization must be kept under efficient control. 

With the growth of corporations and the development of busi- 
ness on an enormous scale which has taken place in recent times, 
accounting has become a great profession, offering a field for the 
exercise of talents of the very highest order and enlisting the 
services of men who in character, intelligence and practical ability 
rank with the best in any vocation. But with all this advancement, 
so gratifying to the members of the profession, there is one 
respect in which accounting has made no improvement since 
double-entry bookkeeping was invented—it still uses the most 
unintelligible technical language that ever prevailed among men 
engaged in a rational pursuit. 

Accountants themselves are well aware of that fact and fre- 
quently deplore their lack of an accurate nomenclature. Learned 
societies composed of the leading members of the profession, 
have had the matter under discussion, and many articles have 
been published urging the necessity of standardizing the 
use of accounting terms. But all these efforts have accom- 
plished little because they failed to go to the root of the matter. 
The trouble with the language of accounting is a fundamental one 
and has its origin in a false interpretation of double-entry book- 
keeping. 

a In that system of accounting, when the books are closed and 
) the balances are brought down to new account the total of the 
| : balances brought down as debits always equals the total of the 
balances brought down as credits, and in making his statement 
the bookkeeper enters all debit-balances as assets and all credit- 
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balances as liabilities, thus showing assets and liabilities equal. 
Now the idea that balances brought down as debits necessarily 
represent asset and that balances brought down as credits neces- 
sarily represent liability is evidently false, since it leads to a 
self-contradictory conclusion; it makes net asset a liability and 
net liability an asset. 

On account of the self-contraditions involved in the form of 
statement showing assets and liabilities equal, it would inevitably 
have been rejected were it not for the fact that the early account- 
ants succeeded in devising an apparent explanation which satis- 
fied them and has been accepted by the majority of accountants 
ever since. They explained that double-entry bookkeeping does 
not deal with the assets and liabilities of the proprietors, but with 
those of an imaginary intermediate party. In partnership 
accounting, for example, they regarded the firm as an 
intangible entity standing between the proprietors and the out- 
side world. Whatever is owned by the firm or owed to it by 
outside parties the firm owes to the proprietors, and whatever is 
owed by the firm to outside parties the proprietors owe to the 
firm, therefore the assets and liabilities of the firm are always 
equal. 

That explanation certainly seems very plausible, but it has 
one radical defect—it proves too much: it not only makes as- 
sets and liabilities equal; it makes them identical. The amount 
under the head of accounts receivable is an asset of the firm be- 
cause outside parties owe it to the firm; but it is also a liability 
of the firm because the firm owes it to the proprietors. The 
amount under the head of accounts payable is a liability of the 
firm because the firm owes it to outside parties; but it is also 
an asset of the firm because the proprietors owe it to the firm. 
The idea of counting from the standpoint of an imaginary in- 
termediate party makes every item which is asset or liability 
at all both an asset and a liability, thereby obliterating all the fun- 
damental distinctions of accounting. Now the whole trouble with 
the current language of accounting is that it is based upon that 
idea, and for that reason it is so confused and self-contradictory, 
that in many cases it makes it almost impossible to carry on a 
rational discussion of accounting problems. 

Having located the source of the confusion in the language 
of accounting it is easy to point out the remedy. In order to 
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make their language as clear and precise as that of any other 
vocation all that accountants have to do is to abandon the cus- 
tom of calling net asset a liability and to use words in their 
proper sense—to say asset when they mean asset, liability when 
they mean liability, and met capital when they mean net capital. 
That remedy is so obvious that one might be inclined to think that 
if it were applicable at all it would have been adopted long ago; 
but the fact of the matter is that accountants have been so long 
accustomed to use the words asset and liability from the stand- 
point of an imaginary intermediate party that most of them firmly 
believe that in double-entry bookkeeping it is impossible to use 
them in any other way. 

That idea is entirely wrong. Anyone who will approach the 
subject with an open mind will find that the proper use of the 
words asset and /iability is just as easy in double-entry bookkeep- 
ing as it is in single-entry bookkeeping. 

In order to take a correct view of the matter the first thing 
needed is to have a clear conception of the nature of a firm or a 
company, and to get rid of the idea that it is an intangible entity 
standing between the proprietors and the outside world. Both 
in law and in bookkeeping a firm or a company is a fictitious or 
imaginary person; but it is not an imaginary person separate from 
the proprietors; it is an imaginary person composed of the 
proprietors. In other words, a firm or a company is an imaginary 
composite person as distinguished from an actual individual 
person. A firm or a company is merely an organization of in- 
dividuals—apart from the persons who compose it, it has no ex- 
istence. We cannot separate a firm from its members nor a 
company from its stockholders; the members are the firm and 
the stockholders are the company. The words firm and company 
are simply what the grammarians call collective nouns, the one 
meaning the partners collectively and the other meaning the 
stockholders collectively. Therefore when we speak of the as- 
sets and liabilities of a firm we mean the assets and liabilities of 
the partners collectively and when we speak of the assets and 
liabilities of a company we mean the assets and liabilities of the 
stockholders collectively. In both cases, as well as in the case of 
an individual proprietor, assets and liabilities, like losses and 
gains, are almost invariably unequal. Excess of assets over lia- 
bilities is net asset; excess of liabilities over assets is net lia- 
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bility ; excess of gains over losses is net gain; excess of losses over 
gains is net loss. 

We must distinguish between the personal and the business 
relations of the proprietors, but that is a distinction which every 
bookkeeper instinctively makes. When we speak of the assets 
and liabilities of a company we do not mean the personal assets 
and liabilities of the various stockholders; we mean the assets 
and liabilities of the stockholders as proprietors of the business 
whose accounts we are keeping. It will be noted also that the 
fact that the personal liability of the members of a corporation 
is limited by law, while the personal liability of the members of 
a firm is unlimited, does not affect the discussion. The debts 
of a corporation are not personal liabilities of the stockholders, 
but they are liabilities of the stockholders as proprietors. 

The distinction which must be made in bookkeeping between 
the owners’ business relations and their personal relations—that 
is to say, the distinction which must be made between the owners 
as proprietors and the owners as outside parties—sometimes in- 
volves the necessity of recording self-contradictory debts. If, 
for example, the company whose accounts we are keeping de- 
cides to declare a dividend we record that decision by debiting 
surplus and crediting dividend, and carry the item as a liability. 
That item, of course, represents a self-contradictory debt since 
each stockholder is on both sides of it—as proprietor he is debtor 
to exactly the same extent to which as an outside party he is 
creditor. But if the dividend is declared in accordance with the 
law, the law recognizes the debt, and therefore in the public 
statement of a corporation it is proper to show such an item as a 
liability. 

Another thing that needs to be clearly understood is that the 
bookkeeping use of the words asset and liability differs some- 
what from the common usage. In ordinary language these two 
words are nearly but not exactly opposites in meaning, while in 
accounting they are exact opposites. Double-entry bookkeeping 
records every asset as a debt owed to the proprietors and every 
liability as a debt owed by the proprietors; these two forms are 
exact opposites, and therefore it follows that in double-entry 
bookkeeping the words asset and liability must be used as exact 
opposites. In accounting, then, the opposite of an asset is a 
liability and the opposite of a liability is an asset. 
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For illustration we will assume that we have among our as- 
sets machinery which was new at the beginning of the year 
and cost $20,000; but now at the end of, the year we estimate 
that the machinery has depreciated in value to the extent of 
$2,000, making its present value $18,00d. According to that 
showing we have lost $2,000 during the year through the wear 
of the machinery. In order to record that loss we could, of 
course, debit profit and loss and credit machinery and carry the 
balance $18,000 down to new account as an asset. But it is 
desirable that the account dealing with the machinery should show 
its original cost rather than its present value and therefore to 
record the loss we do not make any entry in that account but 
debit profit and loss and credit depreciation of machinery, and 
carry the item $2,000 as a liability. In this way our books show 
the machinery as an asset at $20,000, but with an offsetting lia- 
bility of $2,000, thus making the net asset $18,000 as it should be. 

From the lawyer’s point of view there can be no liability ex- 
cept a debt owed to a person or a group of persons, and there- 
fore in the legal sense of the term the item of $2,000 under the 
head of depreciation of machinery is not a liability, because it 
is not a debt owed to any person or persons; but in the book- 
keeping sense of the term it is a liability, because it is the op- 
posite of an asset. Now of course it would not be admissible to 
have a bookkeeping definition of the word liability which con- 
flicted with the legal definition; but it will be noted that while the 
bookkeeping definition is broader than the legal definition it does 
not conflict with it in any way whatsoever. In our books we 
use two accounts to show the correct value of the machinery, 
but on our statement we can conform to the legal use of the 
words asset and liability by combining these two accounts into 
one. On our statement, then, instead of showing the $20,000 
as an asset and the $2,000 as a liability, we make the following 
entry on the asset side of the sheet: 


It follows, therefore, that although the bookkeeping use and the 
legal use of the words asset and liability differ somewhat, yet in 
the end they come to exactly the same thing. 
In reference to the above entry it may be well to call attention 
to the fact that it is not in accordance with common usage. In 
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recording the loss due to the wear of the machinery it is the gen- 
eral practice to debit profit and loss and credit reserve for de- 
preciation of machinery, and then to make the entry on the 
statement in this form: 


Less reserve for depreciation ..............+- 2,000 $18,000: 

That form of entry simply shows that the accountant is so 
accustomed to the use of self-contradictory phrases that ne fails 
to notice one when he sees it. From the very nature of things a 
reserve must be either a part of the assets or a part of the net 
asset; it cannot be the opposite of an asset under any circum- 
stances whatsoever. To speak of a reserve as reducing the as- 
sets involves an incongruity of ideas which practically amounts. 
to a contradiction in terms. Of course in this case the account- 
ant’s mistake is in calling the item a reserve. Instead of heading 
the account “reserve for depreciation of machinery,” he should 
head it simply “depreciation of machinery,” and then he would 
readily recognize the fact that the entry under that heading rep- 
resents a liability, that is to say, the opposite of an asset. 

We have now developed the two fundamental propositions. 
upon which the correct use of accounting terms must be based. 
They are as follows: 

1. In double-entry bookkeeping, as in any other proper sys- 
tem of accounting, the words asset and liability must be used 
from the standpoint of the proprietor or the proprietors collec- 
tively. There is no intermediate party either in the case of a 
single proprietor or in the case of a firm or a company—the part- 
ners are the firm and the stockholders are the company. 

2. In double-entry bookkeeping the words asset and liability 
must be used as exact opposites, and therefore anything which 
is the opposite of an asset is a liability and anything which is the 
opposite of a liability is an asset. 

The first proposition restores the fundamental relations of 
accounting, As viewed from the standpoint of the proprietor 
or the proprietors collectively assets and liabilities are almost 
invariably unequal and the excess of assets over liabilities is the 
net capital. 

The second proposition does away with the only serious ob- 
jection that has ever been made to the proposal to separate the 
three classes of items on the balance sheet, namely, that on the 
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balance sheet there are or may be items which represent nothing 
more than offsets to assets or liabilities and therefore cannot be 
classed under any of the three headings. Since an offset to an 
asset is a liability and an offset to a liability is an asset it is evident 
that the objection is based upon a misunderstanding of the mean- 
ing of the words asset and liability as used in double-entry book- 
keeping. As a matter of fact, every item on a correct balance 
sheet must represent either asset or liability or net capital—it can- 
not represent anything else; and therefore no valid objection can 
be brought against the proposal to make the statement in a form 
showing the three classes of items separately. 

In the case of a single proprietor it is customary to carry one 
account to show the net capital—the proprietor’s account. There- 
fore to make the statement in proper form we enter on the left- 
hand side all the assets and the total, and on the right-hand side 
all the liabilities and the total, and then enter the amount of the 
net capital, the balance of the proprietor’s account, which makes 
the two sides equal. 

In the case of a firm or a company the statement can be made 
in the same way, except that in place of the balance of the single 
proprietor’s account we have the balances of the proprietorship 
accounts of the various partners or the balances of accounts like 
capital stock and surplus. But it is always desirable to show the 
amount of the net capital in one item, and therefore in the case 
of a firm or a company it is better to make the statement as fol- 
lows. We enter on the left-hand side all the assets and the total, 
and on the right-hand side all the liabilities and the total, and also 
the balance, which represents the net capital. We carry the 
balance down on the left-hand side and then enter on the right- 
hand side all the remaining items, those which compose the net 
capital, giving the totals to show that the two sides are equal. 

Bookkeepers seem to think that in the case of a company 
capital stock and surplus are the only items representing net 
capital, but as a matter of fact the balance sheet of a great cor- 
poration may contain a dozen or more items each of which repre- 
sents a portion of the net capital In the statement of a rail- 
road company, for example, as made at the present time, we 
find under the head of “liabilities” items like the following: 
capital stock, premium realized on capital stock, additions to 
property through income, sinking, redemption and other reserve 
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funds, reserve for additions and betterments, etc., etc. Such 
items do not represent liability; they represent portions of the 
net capital which, for the reasons indicated by the titles, are to 
be reserved, that is to say, are not to be distributed in dividends. 

The items under the headings “capital stock” and “premium 
realized on capital stock” show portions of the net capital which 
are not to be distributed in dividends because they represent the 
capital contributed by the stockholders, and dividends are not 
to be paid out of contributed capital. The item under the heading 
“additions to property through income” shows a portion of the 
net capital which is to be reserved because that amount of the 
profits has been invested in permanent improvements, and profits 
which have been invested in permanent improvements cannot be 
distributed in dividends. The item under the heading “sinking, 
redemption and other reserve funds” shows a portion of the net 
capital which is not to be distributed in dividends because the 
company must accumulate profits in order to redeem its bonds 
and other obligations. The item under the heading “reserve for 
additions and betterments” shows a portion of the net capital 
which is not to be distributed in dividends because the company 
intends to invest that amount of the profits in permanent im- 
provements. 

In addition to the reserve accounts there must be a residual 
account to show the remainder of the net capital after all the 
amounts indicated as set aside or reserved have been deducted. 
The residual account is usually carried under the title “surplus,” 
but in railroad accounting it is carried under the title “profit and 
loss” and in bank accounting under the title “undivided profits.” 


The above discussion illustrates some of the possibilities of the 
language of double-entry bookkeeping when freed from the false 
interpretation which has so long obscured it. As soon as account- 
ants learn to use the words asset and liability in their proper sense 
and to make their statements in a form showing assets, liabilities 
and net capital separately, they will find that they have the most 
flexible and the most comprehensive technical language that has 
ever been devised—a language capable of expressing every fact 
and every idea that has any connection with the art of accounting. 
For the purpose of keeping a record of financial affairs it is 
absolutely perfect. 
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Applying Efficiency Standards in Central Station 
Accounting 


By H. C. MILLER 


Real efficiency is predicated on results. Given an up-to-date 
machine equipment with capable operatives manning it and you 
have latent efficiency. Given machines and operatives with poor 
shaft alignment and you have a percentage or degree of efficiency 
—we might call it an efficiency factor as we speak of power 
factor or load factor. Real efficiency depends upon perfect 
coérdination of all of the factors of a process. Improper func- 
tioning at any point produces only relative efficiency. 

Normally it devolves upon the engineer to improve industrial 
processes ; the cost accountant measures results and so furnishes 
a basis for judgment of the adequacy of the new method. In his 
own province, however, the accountant is responsible for both the 
fitness of the procedure and the degree of efficiency of the force 
employed in the accounting. 

It may so happen that a number of functions are dependent 
upon the accounting practice, in which case care is required in 
adjustment of the system of accounts. 

This complicating condition arises in the central station in- 
dustry. Here considerable forces of meter readers, bill and 
ledger clerks, cashier’s clerks and collectors are simultaneously 
employed in the general work of billing and collecting. It is 
necessary that this work be distributed over the billing cycle 
(usually the calendar month) as the men are regularly employed 
for a particular class of work and must be kept busy. For any 
of these forces the formula of efficiency may be stated simply 


Cycle task 
= Day’s task for force 


Days in cycle 


Day’s task for force 
= Individual task 


Number of men available 


Obviously, when such equal division of work is made possible 
the point of increase of force is peak cycle task for the force and 
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not for the more or less frequently recurring individual peaks 
common to any system not delicately adjustable. 

The solution of this particular problem of coérdination rests 
on the establishment of a fixed routing of work, governing in 
each division of the work. The route is the common factor. It 
has been the usual practice in the lighting business to divide the 
territory served into blocks, reading, billing and collecting in each 
as a unit. Rapid growth in one section or a number of sections 
makes a new division necessary or results in unbalancing the 
system. Incidentally it usually happens that one street or avenue 
is cut by the boundaries of a number of blocks and the finding 
of an account for any particular address is made difficult and 
results in loss of time. Such a loss, while in the individual case 
trifling, cumulates to considerable amounts. Where personal 
accounts are allocated geographically it is of no little importance 
that they be written up in sequence throughout each street and 
avenue. 


A little close examination of the question of routing suggests 
the characteristic of the ideal. Theoretically or ideally, the route 
should be circular; practically, it is sufficient that the route be 
endless, or in other words, that the end of any day’s work shall 
be the beginning of the following day’s work. With such a route 
any part of it may be apportioned to the men available and a high 
average day’s work is made possible. Where with the block 
system men are scattered into different sections there always 
develops a wide divergence between maximum and minimum task. 
Especially with growing companies it is common to find frequent 
recurrence of the maximum days or overloads and consequent 
increase of force brought about by reapportionment of blocks or 
the assignment of extra men to the fractions or balances over 
normal task. Assuming, then, a fixed route following so far as 
practicable the general run of streets and avenues, and a close 
if not actual connection of the ends of the route, it is plain that 
the outside work, reading and collecting, is afforded every op- 
portunity for efficiency. 

The accounting work of necessity must follow the course of 
the meter reader. A nice apportionment of the office work would 
seem to demand either a loose leaf or card ledger. But here, as in 
any business, peculiarities of the business in some measure de- 
termine methods. Certain practical considerations which have 
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ruled in the matter dictate the use of bound books with numbered 
folios. Without attempting a detailed recital of the objections 
to the loose leaf system it might be well to note that with num- 
bered folios the recording of a multitude of cash receipts can be 
very quickly and satisfactorily accomplished by simply assorting 
such receipts by ledger numbers and listing folios and amounts 
only. Assuming the bound volume as a condition precedent it 
follows logically that the smaller the unit volume, the more 
readily and equally may work be distributed. 

Usually accounts are written up about every three years. 
During such a period great changes may occur in some sections 
of the territory served. Provisions must be made for this un- 
stable condition. Generally it may be stated that maximum 
growth is determined by area and as maximum growth is the 
ultimate condition the accounting system if scientifically planned 
will adapt itself to every stage of development. It is necessary 
before writing up the accounts that certain fixed points or mile 
stones be marked in the route. If area is the logical basis for 
division of territory, street frontage is its practical equivalent. 
The total street frontage of the route being ascertained by 
measurement, equal subdivision into any desired number of 
sections is simple. These route sections become ledger districts. 
They may and will vary greatly in number of accounts, but 
ultimately they will tend to equalize. 

If the unit volume or ledger section be limited to four hundred 
folios (representing almost the limit of billing capacity per man 
per day) the total of any day’s work can be apportioned very 
fairly. Each ledger district being a unit, the ledger section folios 
are numbered 1 to 399, 400 to 799, 800 to 1199, etc. For journal 
work and periodic balances any number of sections which may be 
required for a ledger district may be handled as a unit. 

The system thus briefly outlined is elastic and adaptable to 
any stress of growth whether uniform or spasmodic. The periodic 
rewriting of accounts may be distributed over a number of 
a months to avoid undue pressure on the office force at such times. 

aa No redistricting or readjustment is necessary. The efficiency 
o of a force of men depends quite as much on the routine estab- 
lished for them and the supervision furnished as it does on the 
individual ability of the men: in fact individual excellence may 
3 he count for very little if not given proper facilities. 
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Cost Systematizing 


By Aucust Hiner, C.P.A. 


With the introduction of the efficiency engineer, the subject 
of cost accounting is receiving widespread attention in technical 
accounting and engineering magazines. The keener the competi- 
tion the greater is the necessity of knowing exact cost of pro- 
duction, especially as a measure of comparative efficiency, in 
order to eliminate unnecessary and reduce necessary expenses, 
and to increase production without additional or only slightly 
increased expenses. Manufacturers, too, are beginning to recog- 
nize the value of accurate costs and comparative statistics, but it 
is only in the largest and most successful plants and “combines” 
that one finds, as a rule, the necessary data so collected, recorded 
and summarized as to be of the greatest utility. Much of the 
success of a manufacturer lies in proper interpretation and the 
wise foresight and judgment displayed in guiding future opera- 
tions based on past experience. Herein lies the value of the 
“technical historian,” or as he is usually termed, the cost ac- 
countant and the statistician. 


Unfortunately, many manufacturers look upon the cost 
department as a necessary expense to be kept as low as possible 
by employing so-called cost clerks at $50 or $60 a month. This 
is a mistake, for no field of accounting is more difficult and com- 
plicated or requires more experience, training and deep thinking. 
Statistics are worthless unless they are correct and utilized to ad- 
vantage in an intelligent way. The effect of such a policy is 
that, far from obtaining actual costs and statistics of value, such 
a cost department is apt to produce very misleading and some- 
times financially fatal results. To save time, expense, trouble 
and money the overhead expenses are generally distributed on the 
basis that the pay roll value of productive labor of each job bears 
to the total value of all productive labor on all jobs, and this 
method too often is absolutely wrong, except under certain con- 
ditions which will be considered later. 


In some cases one finds a fairly good system of collecting 
costs incomplete for want of proper methods of summarizing the 
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data in clear, concise, intelligible, comparative reports; and in 
other cases even where this is done, it is labor lost, because the 
information so collected and summarized is either not used at 
all, glanced at and then filed away, or it falls into unappreciative 
hands, incapable of properly interpreting and utilizing the in- 
formation to the best future advantage. And this brings us to 
the troubles of the cost systematizer. 

Very often the individual and the small public accounting 
firm are “auditors, accountants, cost experts, systematizers,” 
and sometimes even “appraisers,” like the old family doctor who 
could cure anything except his own rheumatism. 

If one were interested in a mining property he would not 
employ a civil engineer to examine the property to ascertain its 
mineral value or the best methods of developing the ore body at 
the largest profit. Nor would one go to an osteopath for a 
surgical operation. This is an age of specialty—and accounting, 
especially systematizing, is of as a wide a scope as the different 
kinds of business enterprises, each having its own peculiar and 
local problems and conditions, no two requiring the same methods 
and treatment. Therefore while a man may be an excellent auditor 
or accountant, he may be an absolute failure as a systematizer. 
Too often an accountant will advise and install a so-called cost 
system for a plant, which may be very excellent for office account- 
ing records but absolutely impracticable in the shops. Please 
bear in mind that cost accounting is only indirectly related to 
bookkeeping records and is primarily a technical problem. A 
cost systematizer and chief cost accountant should understand 
and study the shop practice, requirements, methods and processes 
of manufacture. He should be fundamentally a practical and 
technical mechanical man, if not a mechanical engineer. It is 
this lack of knowledge of technical matters which has caused 
so many failures among public accountants in endeavoring to de- 
vise and instal in large plants practical, working cost systems 
valuable alike to the accountant, engineer, estimator and execu- 
tive of a manufacturing establishment. Consequently, the pub- 
lic accountant is rapidly becoming a specialist in costs, account- 
ing, auditing, systems, bank examinations, financial investiga- 
tion, insurance, mining, railroad, legal work, or what not. Ex- 
perience has proven that it is necessary to have the cost sys- 
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tematizer cooperate with the efficiency engineer to install an 
efficient, practical cost system in a large plant, and that it is 
necessary to teach, observe, study and watch conditions, men and 
operation, to test and revise the methods of cost keeping, to get 
the best results. The system must suit the specific business, 
not vice versa. 

The value of an efficient system of cost accounting can be 
outlined as follows: 

1. To measure comparative efficiency of labor and ma- 
chinery in production, as well as management, buying, sell- 
ing, etc. 

2. To furnish proper data for estimating accurately in meet- 
ing competition. This is very important in contracting, iron and 
steel and engineering work. Competition decides selling price, 
not cost of operation; but it is necessary to know what selling 
price is profitable. 

3. To note fluctuations in the cost of producing duplicate 
orders and to trace their cause. 

4. Periodically to ascertain gross profit on sales. 

5. To know what particular products and departments pay 
best. 

6. To know what particular parts required in assembling, 
say an engine, can be bought outside cheaper and better than 
can be produced in one’s own shops. 

7. To measure the saving in labor and other expenses or 
the increase in production effected by the installation of new 
machinery, processes, management or shop practices. 

8. To indicate the mechanical equilibrium in production 
among various departments, so that one does not overproduce 
certain parts while others are unable to keep pace, resulting in 
delays in assembling the completed product and in filling orders 
promptly. 

g. To indicate by the statistical comparative results wherein 
economies and improvements may be effected. 

10. To show the comparative results in completed product 
made of raw material of different quality and price. (The 
cheapest material is sometimes the most expensive to use.) 

These may be more clearly summarized as follows: 

1. To reduce costs. 
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To increase production. 
To introduce machines for work done by hand. 


. To equalize the departmental output. 
. To guide the sales manager. 


To guide the buyer. 
To furnish basis for judging production and efficiency of 


workmen and machinery. 


8. 


To furnish a basis for payment of just wages. 


9. To secure systematic and methodical discipline. 

In devising and installing a cost system the points to bear in 
mind are: 

To show the detailed and complete cost of manufacturing 
the various staple and special products by processes and by de- 
partments in such manner as to show clearly the efficiency at- 
tained, as well as the cost. 


To show the cost of each piece and class of work and, by 
monthly, statistical reports (if not daily or weekly where prac- 
tical), the summary of results for each period so as to enable 
the management to base its future plans upon scientific and cor- 
rect analysis of the business, and to obtain the greatest efficiency 
in the operation of a plant with the largest production and lowest 
cost comparable with quality desired and the needs and condi- 
tion of the market. Daily costs help to discover inefficiency at 
once and remedy the cause. 


To instruct the accounting and cost departments in the 
proper use of the system, and supervise its installation and opera- 
tion, and to make such changes as may be necessary in the gen- 
eral accounting system, so that the latter may control the cost 
records and furnish the data necessary from this source. 


PLAN OF OPERATION 


A. The system should be simple, practical and efficient, and 
operated with a minimum of labor, time and expense, comparable 
with results obtained therefrom. In no case should it in any 
way delay production or the filling or shipping of orders. 


I. 


2. 


Study the processes and departments of manufacture and 
the shop practice obtaining. 
Devise the plan of operation. 
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3. Rule the forms necessary to be printed, if amy. 

4. Write up the instructions for using the system. 

5. Orally instruct and work with the eost department in 
starting the system in operation and supervise the same 
thereafter until satisfactory sesults are obtained. ii 

B. So measure the productive efficiency of the various de- 

partments, month by month, as to enable the overhead to be dis- 
tributed as between productive and idle capacity including : 

1. The analysis of burden actually distributed. | 

2. The temporary carrying in suspense of that not distributed. 

3. The segregation of stock and special order costs. i 

4. The comparisons of direct costs (labor, material, etc.) 
and indirect or overhead burden monthly with previous 
records, proportionate to production—noting increases 
and decreases. 

5. The ascertainment of shop losses, their eause, remedy, ac- 
counting and relation to production. 

6. Generally, the comparative measure of efficiency attained. 

7. The study of present cost methods departmentally and 
their inter-relation, with the view of reducing labor 
thereon, covering method of handling time records. 
piece work records, pay rolls, material records, small i 
tool records, factory expenses; aHocation of burden; 
production, its ascertainment, and records appertaining 
thereto; manner of determining, automatically, work in 
progress—material, labor and overhead; and following 
this into general books. 

The object of such an examination as that proposed is the 

betterment and simplification of the system obtaining, to assist 
in the control and supervision of departments. One should keep 
in view, as far as possible, a mimimum cost of maintaining the 
system and increasing the efficiency of the departments, and 
should avail himself of the records already existing and the co- 
operation of the officials and employees. 


Trade Union Accounting 


By A. E. 


There has recently been published under the joint authorship 
of the accountant and the secretary of the “Cloak and Skirt- 
makers’ Unions” and the general secretary of the “International 
Ladies’ Garment Workers Union,” a pamphlet entitled Trade 
Union Accounting Series No. I. If this document is to be taken 
seriously and is indicative of accounting conditions in the head 
offices of labor organizations in the United States, it should be 
interesting to members of the public accounting profession and a 
matter for reflection by trade union officials. 


The joint authors of the pamphlet represent two of the 
unions which are incorporated in the American Federation of 
Labor and, consequently, are entitled to consideration when they 
issue literature regarding accounting conditions affecting their 
own organizations, and also in respect to their opinion of ac- 
counting conditions in sister organizations included in the 
federation. 

The pamphlet cannot be appreciated unless it has been read. 
The following is an excerpt from the foreword: 


It is to be hoped that this little work—written by the very men who 
have made most of the constructive criticism and improving of the 
audits of various organizations, and having authoritive value on both the 
accounting and the organization side of the problem—will fill a much 
needed want and be accepted as a manual on this subject. 

To many, some of the ideas contained are somewhat familiar. We 
should be rather chagrined were it otherwise, considering the time and 
energy we have spent in agitating for these ideas. Even those, however, 
who have been working with us will find much that is new to them. 
We have thought it best to include the old with the new, in order to make 
this handbook more complete and comprehensive. 


The sub-title reads “How to make a union audit.” It is 
stated that there are three parts to such an audit; first, checking 
the cash; second, verification of the stock; and, third, the finan- 
cial report. Under part one of the audit the authors inform us 
that a certain union financial report contained a cash balance 
which “was purely theoretical and did not exist in fact.” Again 
we are told that— 
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Each day’s receipts should always tally with the deposit in the bank. 
This is the most important point to be observed in any set of books. 
Two of the present writers have been agitating for quite some time to 
have this done in various local unions. No set of books, no matter how 
well or how accurately kept, can be called a real set of books if the re- 
ceipts day by day or every other day do not tally with the bank deposits. 
It is the only way open for tracing certain kinds of errors and discrep- 
ancies which are bound to occur in all offices. It is the only way open for 
finding whether the deposit to be made in the bank is correct. It is 
the only way in which the secretary or his bookkeeper can tell whether 
they are mixing their own or any other moneys with that of the organiza- 
tion. * * * The auditor should make it a point that the bookkeeper 
reconcile his bank balance once a month regularly in writing on the 
back of the check book stub. Lest some readers look upon this as un- 
necessary harping on details, we would call attention to a case where 
quarterly audits have been made for over a year and the auditor has 
never so much as thought it necessary to see whether the bank state- 
ment shows any balance. * * * In other cases, the auditor has at some 
previous audit examined savings account pass books, but does not seem 
to think it necessary to continue doing so at each subsequent audit, never 
realizing that the money may, in the mean time, have been drawn. As 
for examining the bonds, we do not know of a single instance in which 
it has ever been done. 


Under part two of the audit, we are told that— 


In checking the item of how many stamps, etc., have been bought 
or received during the period, the auditor should not go by the local’s 
books only. He should get a written statement from the international, 
or from whichever body the secretary obtains his stock. The reason for 
this is that a secretary may buy stock with his own funds and do a lit- 
tle business on his own account. 


Under part three, of the audit, we read that— 


In the case of a labor organization, the financial report should always 
be written in a wording simple enough for any layman to follow, yet 
clear and definite as to terminology. 


By way of an appropriate conclusion to the 24 pages of the 
pamphlet, the following paragraph is given (the letter which is 


referred to therein is the usual letter of transmittal accompany- 
ing a report) : 


As for the various details which such a letter of submittal may em- 
body it is useless to list them, for the very simple and obvious reason 
that the entire matter hinges more on the personality of the auditor than 
on technique. For in the present state of union auditing the foreman 
(that is the secretary) most curiously hires his own superintendent (that 
is the auditor) and in this way practically also controls him. Under these 
circumstances, it would seem that the prime requisite for a union auditor 
is good business acumen rightly blended with rugged native honesty. 


The foregoing quotations are illustrative of the text of the 
pamphlet and the reader may form his own conclusions as to 
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the merits of the work and the need of missionary work among 
the labor organizations with respect to their accounting defi- 
ciencies. 

Accounting in labor organizations should be a matter of prime 
importance if the officers of such organizations expect to exer- 
cise an efficient control over the finances. Adoption of uniform 
systems of accounting, together with periodical examinations by 
competent public accountants, would not only effect such a control 
but would tend to create a greater feeling of confidence by mem- 
bers in their leaders. 

The American Federation of Labor has a membership of 
1,800,000 and the four brotherhoods, comprising the railway labor 
associations, have over 500,000 members. So far as I know there 
is no report that shows the aggregate income and expenditure of 
these organizations. An idea of the amounts involved may 
however, be obtained by comparison with the figures taken from 
annual government reports of the trade unions of Great Britain 
and Ireland, where for the year 1910 from a membership slightly 
in excess of 2,000,000 the income was greater than $15,000,000 
and the expenditure of like amount. 
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The Accountant's Relation to Inventory* 
By Henry C. Maces, C.P.A. 


In verification of inventory the accountant’s first duty is to 
see that “purchases account” has been charged with the amount 
of all invoices for goods which have been delivered to the division 
for which inventory is to be taken, and that credit has been given 
for all goods returned by the stockkeeper of the division—the 
stockkeeper in his turn seeing that all goods received are listed 
down to the last minute and that any goods returned to manu- 
facturers and already listed shall be stricken from the list and 
credited in office to purchases. For this purpose a register must 
be kept of packages of goods turned over by the receiver of the 
stock to be checked off as bills are signed by the buyer and re- 
turned to the receiver as evidence of completed delivery. Sales 
account must be given credit for all goods sold up to the last 
minute of period under accounting and charges made to sales 
for any returns on such account—care being taken that any 
goods listed after inventory is commenced, and sold and credited 
to sales before inventory is completed, must be stricken from the 
list, and if sold goods are returned and charged back against 
sales before close of inventory, care must be taken to see that 
such goods are listed in the inventory. 


A fruitful source of error is the charging and crediting of 
“last minute items” without corresponding listing or deduction 
from inventory and vice versa. The new manager of an old 
division is much troubled by bills saddled on his record al- 
though for goods received and listed or sold in the previous 
manager’s business. Strictly speaking, such charges are not 
just, but proprietors frequently claim with fairly good logic that 
an adjustment is reached in the general average of conditions 
affecting each buyer’s fiscal period. For example, a new buyer 
sometimes depreciates an old buyer’s stock according to his own 
ideas rather than the facts. Nevertheless extraordinary in- 
stances of this kind require special consideration and agreement 
as such items really belong against surplus or deficit, as the case 


* From the author’s forthcoming work on Department Store Accounting. 
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may be, of previous operating account. Goods received during 
the last part of a fiscal period are sometimes not distributed 
until after inventory is closed unless they are needed for im- 
mediate trade requirements. Neither are the invoices charged to 
purchases—thus neither goods nor invoices are considered 
among the assets and liabilities of the business. This is proper 
if the goods are for the succeeding season but would not be 
proper if the merchandise belonged to a past season and was 
late delivered—the obligation to receive resting on the proprietor. 
The auditors should require evidence of outstanding obligations 
for merchandise, as it sometimes happens that there is an obliga- 
tion on the part of a manager to receive merchandise which has 
been held off by mutual consent but which has depreciated below 
the agreed purchase price. Possibly conditions such as this 
offset each other but the question should be raised. 

It is sometimes the custom for one manager to superintend 
the listing of another manager’s stock instead of his own, but 
circumstances influence conditions. 

An account should be opened on the general ledger entitled 
“Inventory,” entering and closing the various inventories 
therein so that a comparison of total inventories may be shown 
by reference thereto. Separate accounts should be provided for 
sales and for purchases. 


The accountant should see how the inventory has been taken, 
that is, that it has been taken in such manner as to make it 
possible to identify the record of the items wth the items them- 
selves. This is in itself so essential and so patent that it may 
be thought superfluous to speak of it; but it is a principle often 
disregarded. For example, I have known instances wherein the 
only sign that stock has been inventoried was a “memo” slip 
of paper with the word “taken” placed on a table to signify that 
goods thereon had been listed. If the “memo” blew off, the stock 
would in all probability be taken again. It will naturally be 
asked how the accountant is to know whether or not such mis- 
takes have been made if called upon months afterward to make 
up a report in which that inventory plays a part when he did 
not assist in checking the inventory at the time when it was 
taken. 


The answer is that he should inquire how the inventory was 
taken at the time of listing; what precautions were taken to 
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prevent errors of omission or commission; and whether or not 
the accounts since inventory have been kept so as to render it 
possible to discover approximately the present stock-in-trade. 
If conditions proper to the making of such approximation had 
been neglected the report should so state. 

There is always a relation between the inventory and the 
turn-over varying according to the business and then varying 
in each business according to the successful or otherwise con- 
duct of that business and this variation should be closely investi- 
gated. An accumulation of stock-in-trade without a correspond- 
ing increase in business simply means at the best that stock has 
been bought that cannot be turned into either finished product 
(if raw material) or into sales (if finished goods) and at the 
worst it means deliberately padding the inventory. Merchants 
often think they can develop profits merely by taking goods on 
the shelves at marked prices nothwithstanding that such goods 
may be out of season or style—in fact may be souvenirs, instead 
of merchandise. 

Another way of padding the inventory is by baldly increasing 
the quantity figures and prices of the inventory to show an ap- 
parent profit for a particular period. This is surely “sowing the 
wind” and the whirlwind harvest will not be long delayed. 


The decision of the Irish court of appeal in the case of the 
Irish Woolen Company Ltd. vs. Tyson et al. in 1890 (see Encyclo- 
pedia of Accounting vol. 1 page 182, article by LAwreENcE R. 
DicksEE) in which it was sought to make the auditor liable, 
inter alia, for the overstating of the value of the stock-in-trade, 
held (following the Kingston Cotton Mills case) that the auditor 
was not responsible for the inventory. Referring to the account 
of the Kingston Cotton Mills Company Ltd. case (1896) we find 
the trial judge, Mr. Justice VAUGHN WILLIAMS, decided against 
the auditor, holding him guilty of negligence in relying on the 
certificate of the managing director as to the amount and value 
of the stock-in-trade, even though he definitely stated to the 
shareholders the source of information. 

The decision in regard to the stock-in-trade was, however, 
overruled by the court of appeal in the same year, viz.: 1896, 
Lorp Justice Lopes in the course of his judgment made some 
very interesting remarks upon the duties of auditors. He said 
in part: 
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It is the duty of an auditor to bring to bear on the work he has to 
perform that skill, care and caution which a reasonably competent, care- 
ful and cautious auditor would use. What is reasonable skill, care and 
caution must depend on the particular circumstances of each case. An 
auditor is not bound to be a detective, or, as was said, to approach his 
work with suspicion, or with a foregone conclusion that there is some- 
thing wrong. He is a watch-dog, but not a blood-hound. He is justified 
in believing tried servants of the company in whom confidence is placed 
by the company. He is entitled to assume that they are honest and to 
rely on their representations provided he takes reasonable care. If 
there is anything calculated to excite suspicion he should probe it to 
the bottom, but in the absence of anything of that kind he is only bound 
to be reasonably cautious and careful. I should be sorry to see the 
liability of auditors extended any further than in re. The London and 
General Bank, in which the auditors had been held for not taking adequate 
steps to see that the shareholders were made cognizant of the contents 
of a special report submitted to the directors but not included on the 
balance sheet for the stockholders. Indeed I only assented to that 
decision on account of the inconsistency of the special statement with 
the stockholders’ balance sheet, which satisfied my mind that the auditors 
deliberately concealed that from the shareholders which they had com- 
municated to the directors. Auditors must not be made liable for not 
tracking out ingenious and carefully laid schemes of fraud when there 
is nothing to arouse their suspicion, and when those frauds are perpe- 
trated by tried servants of the company and are undetected for years by 
the directors. So to hold would make the position of an auditor in- 
tolerable. 


Justice LInbLey, also in the case, affirmed: 


I pass now to consider the complaint made against the auditors in 
this particular case. The complaint is that they failed to detect certain 
frauds. There is no charge of dishonesty on the part of the auditors. 
They did not certify or pass anything which they did not honestly believe 
to be true. It is said, however, that they were culpably careless. The 
circumstances are as follows: For several years frauds were committed 
by the manager, who in order to bolster up the company and make it 
appear flourishing when it was the reverse, deliberately exaggerated both 
the quantities and value of the cotton and yarn in the company’s mills. 
He did this at the end of the years 1890, 1891, 1892 and 1893. There 
was no book or account (except the stock journal, to which I will 
refer presently) showing the quantity or value of the cotton or yarn in 
the mill at any one time. It would not be easy to keep such a book nor 
is it wanted for ordinary purposes. There is considerable waste (twenty 
or twenty-five per cent on the average) in the manufacture of yarn from 
cotton, and the market price of both cotton and yarn are subject to 
great fluctuations. The balance sheet of each year contained in the 
asset side entries of the value of the stock-in-trade at the end of the 

ear, and those entries were stated to be as per manager’s certificate. 
he auditors took the entry of the stock-in-trade at the beginning of the 
year from the last preceding balance sheet, and they took the value of 
the stock-in-trade at the end of the year from the stock journal. This 
book contained a series of accounts under various heads purporting to 
show the quantities and values of the company’s stock-in-trade at the 
end of each year, and a summary of all the accounts showing the total 
value of such stock-in-trade. The summary was signed by the manager, 
and the value as shown by it was adopted by the auditors, and was in- 
serted as an asset in the balance sheet, but as per manager’s certificate. 
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The summary always corresponded with the amounts summarized, and 
the auditors ascertained that this was the case. But they did not examine 
further into the accuracy of the accounts summarized. The auditors 
did not profess to guarantee the correctness of this item. They assumed 
no responsibility for it. They took the item from the manager and the 
entry in the balance sheet showed that they did so. I confess that I 
cannot see that their omission to check the returns was a breach of duty 
to the company. It is no part of an auditor’s duty to take stock. No one 
contends that it is. He must rely on other people for the details of the 
stock-in-trade in hand. In the case of a cotton mill he must rely on some 
skilled person for the material necessary to enable him to enter the 
stock-in-trade at its proper value in the balance sheet. In this case the 
auditors relied on the manager. He was a man of high character and 
unquestioned competence. He was trusted by everyone who knew him. 
The learned judge has held that the directors were not to be blamed for 
trusting him. The auditors had no suspicion that he was not to be 
trusted to give accurate information as to stock-in-trade in hand and they 
trusted him accordingly in that matter. But it is said they ought not to 
have done so, and for this reason. The stock journal showed the 
quantities—that is the weight in pounds—of the cotton anl yarn at the 
end of each year. Other books showed the quantities of cotton bought 
during the year. If these books had been compared by the auditors they 
would have found that the quantity of cotton and yarn in hand at the 
end of the year ought to be much less than the quantity shown in the 
stock journal and so much less that the stock journal could not be right, 
or, at all events was so abnormally large as to excite suspicion and de- 
mand further inquiry. This is the view taken by the learned judge. But 
although it is no doubt true that such a process might have been gone 
through and that if gone through the fraud would have been discovered, 
can it be truly said that the auditors were wanting in reasonable care 
in not thinking it necessary to test the managing director’s returns? I 
cannot bring myself to think that they were, nor do I think that any jury 
of business men would take a different view. It is not sufficient to say 
that the frauds must have been detected if the entries in the books had 
been put together in a way which never occurred to anyone before sus- 
picion was aroused. The question is whether, no suspicion of anything 
wrong being entertained, there was a want of reasonable care on the 
part of the auditors in relying on the returns made by a competent and 
trusted expert relating to matter on which information from such a 
person was essential. I cannot think there was. The manager had no 
apparent conflict between his interest and his duty. His position was 
not similar to that of a cashier who has to account for the cash which 
he receives and whose own account for his receipts and payments could 
not reasonably be taken by an auditor without further inquiry. The 
auditor’s duty is not so onerous as the learned judge has held it to be: 
The order appealed from must be discharged with costs. 


These extracts refer to legal responsibility but it is significant 
that the trial judge held the auditor legally responsible, thus 
upholding the plaintiff’s view of the matter, even if the decision 
was reversed. The fact seems to be that much more is to be 
expected of an auditor by his clients than a strict interpretation 
of the law will sustain and I am glad that it is so because it 
widens the scope of an auditor’s responsibilities and helps to 
place the profession in the van of modern vocations. 
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Following my previous remarks on the subject of turn-over, 
I note that one of the authorities, from whose article I have taken 
Justice LinDLEy’s opinion (Mr. Joun A. WALBANK) brings up 
the question of proportioning stock-in-trade to turn-over and 
cites the following from the accounts of the Kingston Cotton 
Mills. 


Stock at 31st December Sales for year 
1889 £29,760 £119,727 
1890 44,482 122,604 
1891 53,918 106,382 
1892 60,966 91,604 

Per cent Gross 
Profit 
1889 29.95 £119,727 
1890 29.62 122,604 
1891 36.53 106,382 
1892 38.93 91,604 


It will be recalled that the managing director exaggerated the 
quantities and prices at the end of 1890-1891-1892-1893. Taking 
Mr. WALBANK’s figures I have figured out the number of turn- 
overs of stock: 


1899 4.02 
1890 2.76 
1891 1.97 
1892 1.50 


The enormous decrease in stock turn-over and the increase of 
stock show on their face that there is something utterly wrong. 
The following figures show the facts plainly: 


Per cent of 
gross profit 
Per cent Amount to amount 

gross of invested 

Turnover profits gross as per 
Inventory of stock on sales profit inventory 
1889 £29,760 4.02 29.95 £35,858 120.40 
1890 44,482 2.76 29.62 36,342 81.75 
1891 53,918 1.97 36.43 38,755 71.77 
1892 60,966 1.50 38.93 35,606 58.40 


I have calculated the profit on the investment from the in- 
ventory, whereas it should be on the average of the stock-in-trade 
throughout the year, but the variation would apply to each year in 
about the same proportions so that the above example will give 
a fair idea of facts. Furthermore, no one who carries too high 
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stocks throughout the whole year can expect a proper inventory, 
any more than one who carries a load of bad habits throughout 
the year can expect to unload on the first of January. 

It will be noted that notwithstanding the managing director’s 
manipulation he barely maintained his amount of gross profit; 
in fact, in 1892 he fell below 1889’s amount of gross profit (even 
though his percentage of gross profit to sales showed an in- 
crease) in spite of the fact that from his own showing it took 
more than twice as much stock to do three-quarters of his former 
business, and furthermore, he cut his rate of profit on invest- 
ment more than in half. The expense of carrying this stock 
would operate materially to reduce the net profit and the fraud 
was probably discovered because the manager was calling for 
more material while his record of stock-in-trade showed an 
abundance of goods on hand. 

In my opinion the inventory of the stock-in-trade should be 
taken in accordance with the most approved methods of each line 
of business, the record being sectionalized, so that a check may 
be made at almost any time between fiscal periods. A compari- 
son by sections should also be made showing the rise and fall 
between the corresponding seasons of different fiscal periods 
as well as between the different months or weeks of the same 
fiscal period, so that the relation between stock-in-trade and total 
turn-over (sales) may be readily observed. 

The turn-over is generally reckoned by dividing the average 
stock at cost into the total sale instead of purchases. As com- 
parative profits and expenses are figured for reasons of eonven- 
ience on the basis of sales, the turn-over is also taken on that 
basis and the result is the same in either case when brought 
down to gross profit. 


Where the total inventory is large the sectionalizing not 
only of the inventory but also of the purchases and sales is a 
prime necessity as by that means can undue increases in stocks 
be best discerned, and if the turn-over figures are carried out to 
two or three decimals even slight variations are quickly noted. 
All this information should be at the command of each division 
manager and his lieutenants and frequent comparisons should 
be made for the benefit of all concerned. 


An estimated inventory is often kept by adding to the physical 
inventory taken at the beginning of the period the purchases since 
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and then deducting the estimated cost of the goods sold. The 
amount of profit realized from the sale of goods varies according 
to the season, some parts of the year being more profitable than 
others, by reason of better prices and better volume—thus greatly 
reducing the burden of the “overhead.” However, with profit 
conditions agreeing a very good guide can be provided by means 
of a current estimated inventory but it never takes the place of 
a vigilant personal supervision of the goods themselves. 

The aim of the best merchants and manufacturers is to have 
material on hand only in such quantities as are necessary for 
rapid consumption. This rule should not be departed from with- 
out due consideration of four possible factors, viz.: Interest on 
the outlay for raw material and labor; insurance and storage 
charges; depreciation from all sources especially changes ir 
machinery, pattern, style and rust, moth, etc.; and theft. 

The rule in taking inventory is to list at cost or market price 
whichever is the lower. A vigilant stockkeeper does not wait 
for inventory time but is repeatedly going through his stocks 
to see where accumulations lie as well as where short lines are, 
reporting to superintendent or buyer as to the hills and hollows. 
The golden mean is nowhere so necessary as in stockkeeping. 
Notwithstanding the importance of good stockkeeping it is 
probably the most neglected single division of every business and 
its lack is probably responsible for nearly all the failures in manv- 
facturing and mercantile business. 


When inventory is taken at invoice price a reserve should 
be provided equal to the cash discount deducted at payment for 
inventoried goods—the undiscounted—unpaid—invoices to be 
deducted from the amount of inventory before figuring the re- 
serve. The gross profit is often taken by considering invoice 
price as cost. The cash discount is shown as a separate profit 
for each division. The reason for deducting the amount of the 
unpaid invoices from the amount of the inventory is because no 
credit for cash discount should be taken until earned and that 
part of the inventory covered by the unpaid bills should be con- 
sidered as costing the amount named on face of the invoice. 

Merchandise or raw material that does not turn quickly is as 
a rule marketed at a sacrifice and the money reinvested in turn- 
able goods. Of course different lines of goods turn at different 
rates and net profits generally vary in proportion, but each line 
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has its approximate rate and it becomes necessary to study the 
situation with the utmost care. A good method is to take the 
inventory on loose sheets requisitioned from the statistical de- 
partment. In large establishments this is a special bureau, but 
the same principle may be employed if the duties of statistician, 
bookkeeper, entry clerk and stenographer are performed by the 
one person. 

Each department of the business should be given a number 
beginning with 1. Each department should have as many sheets 
as required and every sheet should bear the number of the de- 
partment as well as the number of the sheet. For example, 
department No. I uses 100 sheets; the first would be numbered 
“Dept. No. 1 sheet No. 1” the second, “Dept. No. 1 sheet No. 2,” 
and so on in consecutive order, each line of each sheet also being 
numbered commencing with No. 1. The lines of each sheet are 
numbered so as to identify the entries in cases of errors or other 
need. Corrections of the inventory after the sheets have been 
turned into the statistical department are made on correction 
sheets provided for the purpose. For example, inventory sheet 
No. 10 Dept. No. 1 bears the following record, as turned into the 
statistical department : 


DEPARTMENT No. 1 SHEET No. 10 


Line | Lot |Quan-| Yards General Invoice | Total| Selling Total 
No. | No. tity | gross or | descrip- | cost per cost | price per| Selling 
pieces tion unit unit price 
Style No. * 
1 107 10 875 Beav-| 30 00 (200 00} 50 00 500 00 
er Overc’ts) 


* See correction sheet. 


The correction would be noted on the correction sheet of 
Department No. 1 as follows: 


CorrecTION, DEPARTMENT No. 1 


Retail 


Sheet No. Line No. Cost or valuejCost or value Retail 
reported should be reported should be 


10 1 200 00 300 00 


The total of the corrections are then made up and the net 
deducted from or added to the reported amount. 

A register should be kept by the statistician showing the 
number of sheets given to each department. These should be 
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checked back, any spoiled sheets to be marked void and turned 
in immediately so that the register may be correspondingly 
marked. 

If the inventory is taken in duplicate one copy is sent to 
the statistician as soon as the goods are listed and proved, to 
be extended. The department extends its copy and forwards it 
to the statistician where the result is compared by him with the 
result obtained by extending and totaling the first copy. 

In other instances the inventory is taken only in original, 
but there is a perforated margin to the sheet numbered the same 
as the body of the sheet and ruled for a separate extension of 
prices. The extensions of the department taking the inventory 
are made on this perforated margin leaving blank the extension 
column in the body of the sheet. When the inventory is ex- 
tended on the marginal strips by the departments the sheets are 
sent to the statistician, who removes the strips, filing them by 
department and then by number in each department. Then the 
sheets are again extended, this time in the regular extension 
column of the sheet, under the direction of the statistician and 
sorted by department and number, and a comparison is made 
to see whether or not the two results tally. 

In checking cost of stock-in-trade, cost may be cost on shelves 
where stock has been opened, checked, examined, marked and 
shelved ; and when in ware-house then cost up to that stage. In 
both cases cost includes buying, transporting and receiving 
charges. Some do not include freight and expressage even when 
directly paid by the buyer, preferring to have that margin as 
unstated reserve; but no amount of cost is permissible beyond 
that of replacement at time of inventory in the condition in 
which stock then is. 

One of the advantages of the first plan—that is taking in- 
ventory in duplicate—is that the sheets may be sent by sections 
to the statistician as soon as the goods are listed, to be verified 
while the balance of the inventory is taken. Better time will 
be made throughout. The sheets for each division should be 
received and acknowledged by the head of such division and an 
account kept by him of the number of sheets charged to him by 
the statistician. He in turn should keep record of his distribu- 
tion of the sheets to the sectional heads of his division. Each 
sectional head should designate each subdivision of his section 
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by letter, placing a fixed mark against each subdivision and then 
list his stock accordingly. 

For example, the manager of department No. 1 receives 100 
sheets for his inventory, numbered for his department and from 
I to 100 inclusive. He has ten lieutenants to whom he in turn 
delivers the sheets taking proper record thereof under the cap- 
tions section No. I, 2, 3, etc., up to 10. Each lieutenant before he 
begins to take stock marks his subdivisions A B C, etc. The 
designations are not to be removed from the subdivisions with- 
out due warrant. 

Whether the inventory is a final or merely a current one 
makes considerable difference. If current it is often taken cur- 
rently as much as a week or more before closing period and 
deductions made of individual items or of sales during the in- 
tervening time, after deducting estimated margin of profit from 
said sales. In the latter case if all the parties continue it ad- 
justs itself, provided no difference in the order of distribution 
of profits is permitted. 

As each lot of goods is listed the names of the “calling” 
and “entering” clerk should be signed by each in the space pro- 
vided on the inventory sheet which should be followed by the 
“caller back” and the “entry checker” both signing the inventory 
sheets in the spaces provided for the signatures. 

In some instances in taking inventory in department stores 
a season letter is placed on each price ticket to indicate the sea- 
son or year of purchase. Columns are ruled on the inventory 
sheet to take in the current and several past seasons, goods pur- 
chased prior to which are entered in the sundry column. Thus 
for instance in an inventory taken on December 31, 1913, the 
present season might be taken as “E,” season “D” being the first 
half of 1913, “C” the latter half of 1912, “B” the first half of 
1912. The goods purchased prior to 1912 to be entered in col- 
umn “A” which would be headed “ ‘A’ and prior seasons.” 


A summary is made of each season’s goods showing how 
long they have been in the establishment. The management can 
thus see at a glance how much old stock each department man- 
ager is carrying. However, in a large retail establishment a 
vigilant stockkeeper should not allow merchandise to accumulate 
from year to year because the depreciation, interest and storage 
charges, not to mention theft, would naturally eat up any reason- 
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ably expected profit in carrying the goods over. (Of course it 
often happens that goods must be delivered in advance of a 
season in order to be ready in time for their proper season. For 
instance, goods imported from abroad may be treated specially.) 

It may be said that a buyer or other subordinate may change 
the season letters rather than show record of old stock. Of 
course he can, and he can also change the quantity and price 
records, but he cannot capitalize such changes and pay dividends 
on such capitalization. 

By sectionalizing a comparison may be made in such detail 
as may be required, and the overlooking of merchandise to be 
listed may be reduced to a minimum. It also shows at a glance 
the investment in the different departments, sections and sub- 
divisions of the sections and would be apt to show up excess 
of stock as well as padding of figures. If there should be a 
mistake in listing or non listing, it is much easier to trace it by 
the sectional method. It often saves the taking of stocks a second 
time. If they are taken a second time a comparison, section by 
section, of the second taking with the first will help to shorten 
the labor of verification. 

No departure should be made from the regular method of 
taking inventory without the written approval of the financial 
management as a change in method of listing goods (for example, 
from “regular” to “net” or from “net” to “regular”) may have 
the effect of changing the apparent profits for a period and 
# might lead to the declaration of dividends not earned. 

Goods returned (outgoing) at or about inventory time, if 
already listed, should be marked off list and the amount deducted 

2 from accounts payable. For incoming merchandise and accounts 
a, . receivable the process should be reversed. 
% Goods on memorandum and “C. O. D.” sales require most 
careful consideration and checking especially in the matter of 
incoming merchandise. It sometimes happens that buyers and 
division managers think they can manipulate the records by ob- 
taining goods on “memo” and selling therefrom, thus showing 
better sales for a period without apparent increase in stock; but | 
the day of reckoning always comes, and in the case of attempted 
manipulation always at the worst time. 


Goods received on “memo” should be specially recorded and 
checked—and that frequently—so that there may be continuous 
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supervision of this liability, and the receiving room records should 
not be closed until a regular invoice is passed. It is always the 
practice to do this checking at time of taking inventory, but an 
accountant should look with suspicion—at least of carelessness— 
on a manager who allows goods to come in on “memo” and 
make current sales therefrom, with settlement only at fiscal 
periods. 

Outgoing goods on “memo” are added to the stock records 
of each division. This should be done by each division manager 
and checked from the record in the office. It is generally done 
by taking the total of outstanding (outgoing) “memo” merchan- 
dise and adding the amount to the last inventory sheet—referring 
in the entry to the authorizing voucher which should be signed by 
the “memo” bookkeeper. 

Goods sold “C. O. D.,” for which return has not been made 
at inventory closing, should be credited to “sales account” as 
“open C. O. D. sales” and the entry cancelled per contra on the 
first day of the new period—as the sales account is credited 
by cash when the payment is made. 

Goods sometimes needed for stock at inventory time but for 
which no invoice has been received may be taken on a pro forma 
invoice, so marked as to be held to check against regular invoice, 
so that no credit will be taken for sales without a corresponding 
liability ; but a record of the pro forma invoice should be kept in 
the receiving room so that it may be returned and checked against 
the regular invoice. 

A glance over each division of the inventory will indicate to 
the accountant what tests he wishes to make to assure himself of 
general correctness, bearing in mind that great diversity of lines 
of merchandise always means high stocks, often not properly 
“sized.” A test of prices and quantities may be cheeked by ex- 
amination of the stocks and checking the prices and quantities 
in such cases, but a physical survey of all stocks should always 
be made by the accountant where he values an inventory. 

A perpetual inventory is kept by placing in code on the sale 
schedules the cost as well as selling prices; deducting the amount 
from the inventory plus the purchases at cost and selling prices 
the remainder should be the amount of goods on hand, at both 
cost and retail, barring loss due to theft and any difference due 
to clerical errors. 
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In a large retail establishment this may seem to be trouble- 
some but I have been credibly informed by an officer of an estab- 
lishment doing a business of several millions of dollars a year, 
that this plan has been followed wiih marked success and especi- 
ally in those cases wherein a temporary and particular supervision 
is required. 

The sectionalizing of inventories is often carried to great 
detail, becoming more and more practicable as advancement is 
made in the manufacture of accounting machinery which tabu- 
lates by electricity with great speed and accuracy. Therefore 
the same allowance as that mentioned is not to be expected in 
future from the “bench,” and it should not be forgotten that 
the cases cited herein are nearly twenty years old. Much more 
responsibility rests on the profession today and much is expected 
of us. We should always endeavor to be in advance of what 
is expected. 
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EDITORIAL 
A Long Step Forward and Upward 


The regents of the university of the state of New York 
recently adopted the following rule relative to the practice re- 
quirements for applicants for the C. P. A. examination in 
New York state: 


Section 426a Professional experience required. 
“A candidate must present satisfactory evidence of five years’ ex- 
perianen in the practice of accountancy at least two of which shall 
ave been in the employ of a certified public accountant in active 
practice, in no less grade than that of a junior accountant.” 


It is evident that the change embodied in the foregoing rule 
will have a far-reaching effect upon the development of the 
profession of accountancy. To begin with it ought to have the 
effect of eliminating a large proportion of the unqualified ap- 
plicants who now sit for the examination and who must inevitably 
fail in any true test. If the new rule produces this result, as 
it seems reasonable to expect it will, a great good will be ac- 
complished. 

It goes further, however, than that. The stamp of a pro- 
fession is made indelible upon accountancy. Not only must an 
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applicant come with a reasonable amount of preliminary educa- 
tion, but he must bring with him as a prerequisite to examination 
the knowledge and experience gained through a long period of 
technical study and work, at least two years of which have been 
in the office of a certified public accountant. The stipulation that 
these two years’ work must be, at least, of a junior accountant 
grade is to be especially commended. Mere service in an office 
position will not and should not be accepted. This requirement 
will rule out a large number of men whose chief desire has been 
to secure a C. P. A. certificate as a means of obtaining a larger 
salary from employers who are not practising accountants. Such 
aspirants for the C. P. A. ranks do not contribute, in any large 
measure, to professional well-being, and henceforth they will per- 
force seek the attainment of their entirely proper ambitions 
through other channels. While the number of applicants for ex- 
amination will, no doubt, be reduced in the future, we venture 
to predict that the revised rule will encourage to sit the large 
number of young men in accountants’ offices who have hereto- 
fore hesitated to undertake the examination. These men who 
are devoting their lives to professional work are the ones to 
whom a C. P. A. certificate makes its true appeal and their 
knowledge of the theory and practice of accounting should now 
receive its proper measure of recognition. 


One modification of the amended rule we think would be 
both just and desirable. We refer to the growing number of 
young men who are training for accountancy in schools of the 
highest type, such as the graduate school of business administra- 
tion at Harvard—to take an illustration at a safe distance. These 
men who have done advanced work after completing their col- 
lege course ought, we suggest, to be admitted to the C. P. A. 
examination after not less than three years’ satisfactory work in 
a certified public accountant’s office. 

Profound as the effect of the new rule is bound to be upon 
the profession in New York, its beneficial results are certain to 
be felt in other states and we hope to see a wide-spread move- 
ment for the amendment of the rules governing the admission 
of candidates to C. P. A. examinations. We sincerely trust that 
the example set in New York will be speedily followed in other 
states so that in the near future the C. P. A. standards through- 
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out the country will require an adequate and a reasonably uniform 
measure of education and professional training. 


Bright Prospects of Accountancy 


In a recent interview with Mr. Howarp Ex.iort, the newly 
appointed president of the New York, New Haven & Hartford 
Railroad Company, he is reported as stating that the signal sys- 
tem of the line was being investigated by a committee of experts 
and as adding, by way of explanation, “just as your books are 
examined by accountants to make sure you are right.” A few 
years ago a president of an important company would have 
been more likely to think that the employment of accountants 
was a thing to be explained by illustration from other fields of 
activity and the change in sentiment which has taken place in 
recent years is happily illustrated in the incident cited. 

While there can be no question as to the remarkable develop- 
ment of the profession in recent years, it is perhaps even more 
a matter of congratulation that the prospects of still greater 
development in the future are so favorable. 


The response received to the inquiries addressed by the Ameri- 
can Association of Public Accountants to bankers throughout the 
country in regard to the submission of certified statements by 
borrowers clearly foreshadows a large increase in accountants’ 
work in this field. 


The income tax law is bound to result in the engagement of 
accountants by many corporations and individuals who have not 
in the past availed themselves of such services and even though 
such engagements may in the first instance be limited to purely 
income tax questions they will undoubtedly lead in many cases 
to a realization by the clients of the wider usefulness of the 
work of accountants and so to more extensive instructions. 

It is to be hoped that every accountant will realize the in- 
creased responsibility which accompanies this increased oppor- 
tunity. The profession as a whole is in a sense still upon trial. 
The business community is coming to realize more and more 
fully that the profession can play a very useful part if its mem- 
bers are equal to the responsibility they are willing to assume. 
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Every failure to measure up to this responsibility on the part of 
an individual affects the whole profession and for this reason 
every practitioner has a direct interest in anything which tends 
to elevate the standard not only of his own work but of the 
work of the whole profession. It follows that the time which 
even the busiest accountant may devote to educational work of 
any kind is time well spent, even from the narrowest standpoint of 
personal interest, and it is just at this time when the profession 
is expanding so rapidly that this educational work is most needed 
and has the greatest value. 

Another welcome feature of the increasing recognition of 
the value of accountants’ work is that it tends to remove what 
little justification there ever was for the methods employed by 
many accountants in the past to advertise their merits and to 
secure business—methods which, whatever may be said as to 
their efficiency, were undeniably lacking in dignity and profes- 
sional quality. It can scarcely now be claimed that it is neces- 
sary to advertise in order to impress on the business public the 
value of accountants’ services in general, and the only object in 
advertising must therefore be to bring to the attention of the 
public the name and merits of the advertiser in particular. It 
is to be hoped that the committee to be appointed in accordance 
with a resolution of the last annual meeting will be able to 
develop some effective scheme for dealing with this feature in 
which the accountancy profession lags so far behind the legal 
and the medical professions. 

The year 1914 opens wth the fairest promise for account- 
ants, and should be a year of noteworthy advance if each member 
of the profession will earnestly resolve that his share of the 
work to be done shall be secured with dignity and performed with 
impartiality and efficiency. 
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Department of Practical Accounting 
ConpucTED By JoHN R. WitpMan, M.S.C., C.P.A. 
ProsBLEM No. 24 (DEMONSTRATION) 


Arthur Dixon, the trustee for W. B. Tileson, proceeded to 
wind up the affairs of the bankrupt and effected the following 
transactions: Land and buildings (subject to the mortgage, and 
interest of $6,371.54, and taxes accrued of $1,528.50) were sold 
for $175,000; the machinery and tools brought $80,000; auto 
trucks, $1,500; furniture and fixtures, $975; merchandise, $15,- 
486.27; accounts receivable, $22,248.74; 150 shares L. & N. 
stock sold at 162%4-1/8; 150 shares N. Y. Central sold by 
creditor at 15234-1/8; 50 shares sold by trustee at 152 1/8-1/8; 
insurance unexpired, $63.75; lots Ampere, N. J., sold for 
$1,200; life insurance policy, $3,017.32; Altair Wheel stock was 
a total loss; interest accrued on the secured notes payable when 
settled was $1,005.81 ; accrued interest on notes receivable when 
collected, $257.86; there were 87 creditors; liquidation com- 
pleted ; office expenses of receiver, $5,321.45; stenographers’ and 
witness fees, $575 (loan Altair Wheel Co. produced $72,000) ; 
trustee’s fees, $2,700; referee’s fees, $2,300. 

Prepare: 

Skeleton ledger accounts showing books of the trustee. Show 
the percentage which unsecured creditors received on their 
claims. 


SoLuTION To No. 24 (DEMONSTRATION ) 


Land Auto Trucks 
$25,000.00 | $25,000.00 $15,000.00 $12,500.00 
1,500.00 
Buildings 1,000.00 
$175,000.00 | $175,000.00 $15,000.00 $15,000.00 


Machinery and Tools 
Furniture and Fixtures 


$187,500.00 $ 45,477.00 
80,000.00 $8,000.00 $4,000.00 
62,023.00 975.00 
3,025.00 
187,500.00 187,500.00 
$8,000.00 $8,000.00 
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Stock—Altair Wheel Co. 


Unexpired Insurance 


$45,000.00 | $45,000.00 $300.00 $63.75 
236.25 
N. Y. Central Stock 
$300.00 $300.00 
$26,225.00 $22,893.75 
4,208.75 7,600.00 
Lots—Ampere, N. J. 
$30,493.75 $30,493.75 
$1,000.00 $1,200.00 
200.00 
Merchandise—Inventory 
$1,200.00 $1,200.00 
$20,000.00 $15,486.27 
4,513-73 Life Insurance Policy 
$20,000.00 $20,000.00 $3,000.00 $3,017.32 
17.32 
Cash in Hand $3,017.32 | $3,017.32 
$752.00 | $752.00 
Bond & Mtge on Land & Buildings 
Cash in Bank 
$125,000.00 | $125,000.00 
$ 1,856.00 $ 10,896.45 
752.00 3,000.00 Int. Acc. on Bond and Mtge. 
42,099.96 275.00 
120,210.01 $6,371.54 $6,250.00 
15,257.86 Bal. 251,773.39 121.54 
1,887.94 
7,600.00 $6,371.54 $6,371.54 
76,281.07 
$265,044.84 $265,044.84 Taxes Accrued 
$251,773.39 $1,528.50 $1,500.00 
28.50 
Accounts Receivable 
$1,528.50 $1,528.50 
$27,843.00 $22,248.74 
5,594. 
Wages Accrued 
$27,843.00 27,843.00 
$275.00 | $275.00 
Loan Altair Wheel Co. Accounts Payable 
$90,000.00 $72,000.00 $3,000.00 $175,725.00 
18,000.00 Bal. $172,725.00 
$90,000.00 $90,000.00 $175,725.00 $175,725.00 
$172,725.00 
Notes Receivable 
' Notes Payable 
$15,000.00 | $15,000.00 
$ 20,000.00 $200,000.00 
Acc. Int. On Notes Rec. Bal. 180,000.00 
$251.00 | $251.00 $200,000.00 $200,000.00 
$180,000.00 
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Int. Acc. on Notes Payable 


W. B. Tileson, Capital 


$ 1,000.00 $12,000.00 

Bal. 11,000.00 
$12,000.00 $12,000.00 
$11,000.00 


Reserve for Depn. of Bldgs. 


$35,000.00 | $35,000.00 
Reserve for Depn. Mach. & Tools 


$45,477.00 | $45,477.00 
Reserve for Depn. Auto Trucks 


$135,951.61 $20,000.00 
3,550.00 
Bal. 112,401.61 
$135,951.61 $135,951.61 
$112,401.61 
Personal and Household Debts 
| $450.00 
Vendee 


$12,500.00 | $12,500.00 


Reserve for Depn. Furn. & Fixt. 


$175,000.00 | $175,000.00 
Land and Buildings 


$4,000.00 | $4,000.00 


$200,000.00 $175,000.00 
10,000.00 35,000.00 
$210,000.00 $210,000.00 


Fees and Expenses of Receivership 


$10,896.45 | $10,896.45 
REALIZATION AND LiQUIDATION ACCOUNT 
$ 121.54 Int. on Notes rec. ....... $ 6.86 
28.50 N. Y. Central stock ..... 4,268.75 
Mach. & tools .......... 62,023.00 Lots—Ampere, ......... 200.00 
025.00 W. B. Tileson, capital .. 135,951.61 
Stock—Altair Wheel Co. Gama 
Merchandise ........... 4,513.73 
Loan—Altair W. Wheel 
Unexpired ins. ......... 236.24, 
Fees & exp. of receiver.. 10,896.45 
$150,444.54 $150,444.54 
JournaL ENTRIES 
Lots—Ampere, New Jersey 1,000.00 
To Personal and Household Debts ....... $ 450.00 
To place the personal assets and liabilities of W. B. 
Tileson on the books of the business. 


To Cash in hand ......... 752.00 
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To Land and buildings ................. 175,000.00 
For sale price of land and buildings. 
To consolidate the two accounts 
Reserve Fg depreciation of bldgs. ............ ++ 35,000.00 
To Land and buildings .......00ccccccess 35,000.00 
To offset the cost of land and buildings by the re- 
serve for depreciation of buildings. 
Realization and liquidation account .............. 150.04 
To Interest accrued on B/M ............ 121.54 
.50 
For accrual of interest and taxes for the period 
from June 30 to date of sale. 
Bond and mortgage on land and blidgs. ........... 125,000.00 
Int. accrued on band and mtge. ................. 371.54 
42,099.96 
To record settlement by vendee. 
Reserve for depreciation—Mach. and tools ...... 45,477.00 
a 12,500.00 
To Machinery and tools ................. 45,477.00 
12,500.00 
Furniture and fixtures ............... 4,000.00 
To close out reserves and set up book yalues of 
above assets. 
To Machinery and tools ................. 80,000.00 
Furniture and fixtures ....... ease 975.00 
Accounts receivable ................. 22,248.74 
To Notes receivable 15,000.00 
Accrued int. on notes receiv. ......... 251.00 
Real. and liq. a/c (acc. int. June 30 to 
For sale of 150 shares L & N stock at 
$24,356.25 
Amount paid by broker to maker of 
Amount paid to Receiver ............:- $15,257.86 
Interest acc. on notes payable ...........+--++0++: 1,000.00 
Real. and liq. a/c ,acc. int. June 30 to date of 
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Calle 1,887.94 

To New York Central stock ............. 
For sale of 150 shares N. Y. Tain 

stock at 15234—1/8 5 
Less deducted by broker for creditor .... roost 
Balance paid to receiver ...... hienedsad “$ 1,877.04 1,877.04 

7,600.00 
To New York Central stock ............ 
For 50 shares of N. Y. Central stock sold by the 
trustees at 152 1/8—1/8 ............ 

To Unexpired imsurance ................ 
Lots—Ampere, N. J. 
Life insurance policy 
Loan—Altair Wheel Co. ............. 

Fees and Of receiverdhip 10,806.45 
Office expenses 
Stenographers’ and witness fees ........ 575.00 
$10,806.45 


For claim of $3,000 covered by a chattel mortgage 
on merchandise of $5,362. 


Land and buildings ............. 10,000.00 
Life—insurance policy 17.32 
To Realization and liquidation a/c ....... 
Realization and liquidation a/c ....... 150,288.69 
To Machinery and tools ..........-....+- 
Furniture and fixtures .............++ 
Stock—Altair Wheel Co. ............ 
Accounts receivable 
Loan—Altair Wheel Co. .........--. 
Unexpired insurance 


Fees and expenses of receivership . 


To Realization and liquidation account ... 
To close realization and liquidation account to 
account of proprietor. 
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22,893.75 


7,600.00 


63.75 
1,200.00 
3,017.32 

72,000.00 


10,806.45 


275.00 


14,486.07 


62,023.00 
1,000.00 
3,025.00 

45,000.00 


10,896.45 


135,951.61 
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Very few comments seem to be necessary in this solution. 
Most complications arise in connection with the transactions of 
the receiver. These transactions are journalized. The journal 
entries are made sufficiently explicit so that comment on the 
transactions would seem to be somewhat superfluous. Most 
benefit will be derived by studying the transactions in connection 
with the journal entries and tracing the posting of the journal 
entries to the respective ledger accounts. If this is done the 
manner in which the problem has been solved will be apparent. 

In arriving at the percentage which unsecured creditors should 
receive on their claims, a trial balance of the skeleton ledger ac- 
counts after closing is desirable. The trial balance is as follows: 


BaLraNnce (Arter CLOSING) 


$251,773.39 A/cs payable ........ $172,725.00 
11,000.00 

Personal debts ....... 450.00 

$364,175.00 $364,175.00 


From the above trial balance it will be seen that the total 
amount due unsecured creditors is $364,175 while there re- 
mains in cash available, to meet these claims, only $251,773.39. 
Dividing this amount representing cash by the total amount due 
unsecured creditors it will be seen that they should receive 
69.13 plus % of their claims. 


Prosiem No. 24 (PRAcTICcE) 


The following are the transactions effected by T. M. Jarvis, 
trustee for the bankrupt estate of H. M. Carley: 

Land and buildings sold for $162,500, the purchasers paying 
the taxes for the year of $3,250, and assuming the mortgage with 
accrued interest of $2,625; machinery and tools, $38,525; horses, 
wagons and harness, $525; furniture and fixtures, $260; mer- 
chandise, $14,813.26; accounts receivable, $20,409.62; 100 shares 
of American Real Estate Company preferred sold at 122%; 100 
shares D. L. & W. sold by creditor at 145; 50 shares sold by 
trustee at 14514; insurance cancelled at .0492; property on Long 
Island sold for $4,500, the purchaser assuming the mortgage; 
Auto Wrench Company stock sold for $5,000. The interest ac- 
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crued on the secured notes payable when settled was $145.70; 
accrued interest on notes receivable $132.50. There were 95 
creditors. The office expenses of the receiver were $6,217.52; 
stenographers’ and witness fees, $435.22. Loan to Auto Wrench 
Co. paid in full. Referee’s fees, $2,400. Trustee’s fees, $2,600. 
No interest to be accrued. 

Prepare: 

Skeleton ledger accounts showing books of the trustee. What 
percentage was paid to unsecured creditors? 
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Income Tax Department 
Epitep sy Joun B. Niven, C.P.A. 


November, 1913, will be remembered as the month in which the 
operations of the federal income tax act made themselves felt in a 
practical manner. Formal returns of income under the act, by individuals, 
or indeed by corporations, except in the case of those few corporations 
whose fiscal years close on October 31st or November 30th, and who 
elect to make their returns as of these dates, will not require to be filed 
until March 1st next, but on November Ist the effect of “deduction at 
the source” made itself immediately felt. Bankers and others interested 
in the collection and payment of dividends and interests at once found 
themselves face to face with the duties imposed upon them in this con- 
nection. Investors became alive to the tax when they found their cou- 
pons thrown back on their hands to enable them to attach one or other 
of the various forms of certificates called for by the authorities, and 
where no exemption was claimed and the income was not “tax exempt” 
when they received credit for only 99% of the amounts they had been 
accustomed to receive. 

Owing to the very short time which had elapsed since the passage of 
the act and the practical impossibility on the part of the Treasury depart- 
ment in Washington of preparing and circulating full instructions relative 
to their requirements in the premises, borrowers of money, bankers, and 
others interested had to decide for themselves innumerable problems 
which had immediately to be met, and the direct cost, to financial institu- 
tions particularly, has been found to be extremely burdensome. It is 
recognized that a great deal of trouble and expense will always be in- 
volved under the duties imposed for “deduction at the source,” but the 
difficulties will no doubt assume less alarming proportions after the 
authorities and the general public become accustomed to the situation, 
and the necessary technicalities are simplified as the result of their 
mutual experience. Some of the burdens which immediately troubled the 
public have indeed already been lightened, if not removed, as the re- 
sult of the rules of procedure laid down by the Treasury department 
and the construction of various clauses of the act by the department, 
which has shown a commendable desire to make matters as easy as 
possible in an admittedly complicated and difficult practical situation. 
For instance, contrary to general practice in making formal returns to 
government departments, none of the certificates relative to ownership 
of coupons or claiming exemption of tax, etc., require to be signed before 
witnesses, and for practical purposes, except in the case of salaries in 
excess of $1,500 per month, deduction at the source of tax from salaries 
will not become operative until 1914, as it has been directed that no 
deduction need be made until the employer has disbursed on or after 
November 1st, 1913, and within the year, a sum of $3,000. 

The clauses of the act relating to “collection at the source,” being 
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therefore first to come into practical operation, were very properly given 
first consideration by the authorities, and most of the rulings which have 
been issued to date have dealt with different phases of this subject. These 
rulings are printed in full in other parts of this Journal, partly in the 
November issue and partly in this issue, but a few words at this time 
on their general effect may be useful. 

The first two rulings (which were printed last month) dealt with 
the general subject of “Deduction at the Source.” Ruling No. 1887, 
issued October 25th entitled “Regulations, etc.” (part 1) governs interest 
maturing on bonds, notes, etc. of corporations and associations. Ruling 
No. 1890 issued October 31st, entitled “Regulations (part 2), etc.” governs 
all other classes of income upon which tax is deducible in this manner, 
including rents, interest not otherwise provided, salaries, royalties, an- 
nuities, etc. It is under these latter regulations that the withholding 
agent is not required to deduct tax in 1913, until he has paid to any 
particular person income in excess of $3,000 after October 31st. Under 
the first, it is laid down, inter alia, that non-resident foreigners, owning 
interest bearing bonds, are exempt. In both these issues of regulations 
there are laid down minute instructions for the preparation and filing of 
various certificates (with the prescribed forms), designed to advise the 
authorities, through the paying source, of the income accruing to in- 
dividuals and corporations, whether claimed as tax exempt or not, it 
being the intention later to use these certificates as a check upon the 
individual returns filed with the department. All such certificates, ex- 
cept a certain temporary certificate (No. 1005) are directed to be filed 
by the debtors or paying agents with the department on or before the 
2oth day of the month succeeding their receipt. 

The next ruling (No. 1891 November 3d) deals with a matter of 
detail, and requires the maker of a note given for interest, rent, etc., 
even prior to November Ist, 1913, to withhold the normal tax of 1 per 
cent, subject, of course, to the rights as to exemption, when payment is 
made after November ist. This is quite in accordance with the act, but 
the ruling further lays down that any person discounting such a note 
without making allowance for the tax, through ignorance of its nature 
or otherwise, can only look to the previous holder for reimbursement. 
This seems to impose a hardship upon an ordinary holder in due course 
of such a note, which in general practice, under the negotiable instru- 
ments acts of various countries and states, would be removed. 

Ruling No. 1892, November 6th, merely emphasizes the fact that 
interest upon obligations of the United States or upon any subdivision 
thereof is not subject to the tax, and that, contrary to the practice of 
some banks, certificates of ownership will not be required in connection 
with coupons or registered interest orders thereon, unless the coupons 
or interest orders do not clearly show they are in payment of such in- 
terest. 

Ruling No. 1893, November 6th, provides that interest on deposits, 
whether on open account or certificate, with banking institutions, will not 
be subject to deduction at the source, but that the individual return of 
the person or persons entitled thereto will include the same. 
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Ruling No. 1894, November 12th, extends the privilege to sign certifi- 
cate No. 1004 to certain agents for non-resident aliens. 

Ruling No. 1897, November 14th, is the first ruling dealing with mat- 
ters not connected with “deduction at the source.” It governs the estab- 
lishment of a fiscal year, instead of the calendar year, at the option of 
corporations as a basis for the computation of their net income and the 
payment of their income tax. The forms for the return of net income 
are not yet, however, issued. An important point in this ruling is 
the fact that for the first return to be made, closing at a date other than 
December 31st, the period to be covered will be that portion of the year 
in which the change to the fiscal period is made from January Ist to the 
close of the fiscal period. Thus, if a corporation closes its books on 
November 30th, and it elects to make its return on the basis of its fiscal 
year, the first return under the new basis will be for 11 months only 
and thereafter for its complete fiscal year. It need not, however, on the 
one hand, elect to make the change to its fiscal period unless it so de- 
termines, and, on the other hand, it may make its election in any year, 
provided the proper notice is given. The return must be lodged not 
more than 60 days after the close of the fiscal period, and notice of the 
intention to lodge such return must be given at least 30 days prior thereto. 

Under Ruling No. 1901, November 28th, the Treasury waive until 
March 31st, 1914 the filling in of the numbers of bonds or like obliga- 
tions in certificates where the same are required elsewhere in the regula- 
tions which have been issued. 

Ruling No. 1902, November 28th, extends the time for the use of tem- 
porary certificate No. 1005 (provided under T. D. Ruling No. 1887—see 
Journal, Vol. 16, p. 400) to foreign holders until January 15th, 1914. 

Ruling No. 1903, November 28th, provides a form of substitute certi- 
ficate to be attached, if desired, by responsible bankers or other collecting 
agencies at home or abroad in place of certificates signed by the original 
holders of interest coupons, in order to give greater privacy to the 
holdings of individuals, and preserve the financial secrets of bankers 
and bonding houses, the lists of whose clients have been hitherto jealously 
guarded. The bankers substituting such certificates are obliged to pre- 
serve a careful record of the same in a specific form, in which the entries 
are identified with the certificates by serial number. The original certifi- 
cates so detached are to be forwarded by the bankers, etc., to the com- 
missioner of internal revenue at Washington not later than the 2oth 
day of the month succeeding their receipt for collection. 


Ruling No. 1904, November 28th, deals with the evidence of authority 
of an agent to sign certificates of ownership of coupons, and to the 
enfacement by the banker to whom such certificates are presented of a 
statement that he is satisfied of the responsibility of the agent. 

Ruling No. 1905, November 28th, governs the treatment of partnerships 
in connection with collection of income tax at the source. In the case of 
domestic partnerships, any partner may claim exemption on behalf of 
the partnership up to a specific amount of income on account of legitimate 
expense incurred in conducting the partnership business (not including 
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the personal or living expenses of any partner), and a form of certifi- 
cate to be attached to coupons, etc. claiming such exemption is provided. 
The partners may be later called upon by the commissioner of internal 
revenue to substantiate the justice of such claims for exemption. Partner- 
ships whose members are wholly or partly non-resident aliens are en- 
titled to exemption from “deduction at the source” -provided a certifi- 
cate in form provided, stating the ownership of the partnership by the 
partnership, is attached, which certificate shall show the name and legal 
address of each member of the partnership who is a citizen or resident 
of the United States or its possessions. 

Ruling No. 1906, November 28th, is one which has been earnestly looked 
for, and defines trustees and other fiduciary agents as “the source” for 
purpose of collecting income tax. On the filing of a certificate under 
which the trustee or trustees state their capacity as such, declare their 
ownership in any particular income, and assume the responsibility of 
withholding tax, all bankers debtors or paying agents are relieved from 
withholding the normal tax. Such trustees will themselves make annual 
returns of the income of each beneficiary under the trust with respect 
to their income therein, when it exceeds $3,000, to the collector of the 
district in which the beneficiary resides, which return shall be similar to 
the returns of individuals, accompanying same with a list of the names 
and addresses of all the beneficiaries and their respective shares. The 
trustee or trustees shall also make a list return to the collector of his own 
district of all beneficiaries to whom he pays $3,000 income or more, or to 
whom such is due, stating the amount of tax retained or to be retained. 
Fiduciary agents will of course be open to receive and deal with certifi- 
cates from beneficiaries claiming exemption in the same manner as 
other withholdng agents. 

Ruling No. 1907, November 26th, adapts and extends the use of cer- 
tain certificates already prescribed to broader uses. Form 1000 is ex- 
tended temporarily to the use of guardians, trustees, etc. Forms 1oo1, 
1003 and 1004 are temporarily adapted and extended for the use of 
foreign organizations and partnerships. 

Ruling No. 1908, November 28th, prescribes a form of certificate to be 
furnished by foreign organizations not engaged in business in the United 
States and not subject to tax. 

Ruling No. 1909, November 28th, contains further regulations as to 
making applications, filing bonds and issuing licenses to collecting agen- 
cies of income from foreign countries. This is supplemental to part of 
T. D. Ruling No. 1887—see Journal of Accountancy, Vol. 16, p. 306. 


TREASURY RULINGS 
(T. D. 1891 November 3, 1913) 
Income tax on notes given for interest, rents, etc. 
How tax shall be collected when such notes before their maturity shall 


have been sold by the payee or recipient, or shall have been dis- 
counted with banks. 
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When a note shall have been given in payment of interest, rents, 
or other income accruing after March 1, 1913, and said note matures on 
or after November 1, 1913, the maker of the note, as the “debtor” and 
as the “source” where the income originates, is required, in paying such 
note, to withhold the normal tax of 1 per cent on the entire amount of 
the note, if said note is in excess of $3,000, unless a claim shall be made 
for exemption of $3,000 or $4,000 (as the case may be) under the pro- 
visions of paragraph C, section 2 of the act; and, if such claim for exemp- 
tion shall be made (as provided for on Form 1007), then the said tax 
shall be withheld only on the amount of said note in excess of the 
exemption claimed in said certificate. 

If any person who has purchased or discounted any of said notes 
may have omitted, in acquiring them from previous holder, to make a 
deduction or allowance for said tax, such purchaser can only look for 
relief to the person from whom he shall have gotten the notes, and the 
“debtor,” the maker of said notes, will be held liable for and be re- 
quired to deduct, withhold, and pay to the collector of internal revenue 
the amount of the normal tax of 1 per cent which may be due thereon 
under the law and these regulations. 

To illustrate: 

A (unmarried, and who does not claim the $3,000 exemption provided 
in paragraph C of section 2 of the income-tax law) borrows on May 1, 
1912, $120,000 from B at 6 per cent per annum interest on two years’ 
time, and gives B his bond for $120,000 for the principal and four $3,- 
600 notes, each representing six months’ interest, for the maturing inter- 
est, payable May 1 and November 1 each year. On October 1, 1913, B 
takes A’s interest note for $3,600, due November 1, 1913 (which bears 
no mark to indicate that it represents interest), to the Richmond National 
Bank; the bank is not intormed that the note represents interest, but 
being satisfied that A, the maker of the note, is good without additional 
indorsement, discounts the note for B at the rate of 6 per cent per an- 
num and pays to B the proceeds—$3,582. 

On November 1, 1913, the note matures and the bank calls on A, the 
maker, to pay the note. A offers the bank $3,564, which is equal to $3,- 
600 less the 1 per cent tax of $36, informing the bank that the note repre- 
sents interest which he owes and that, under the federal income-tax law, 
he is required to deduct this tax from the face of the note in making 
payment. 

The bank claims that it was not informed that the note represented 
interest and, therefore, subject to this tax; but A is, nevertheless re- 
quired under the law to withhold the tax. 

If A under his contract with B had agreed to pay the interest with- 
out deduction for any income tax which might be imposed by the 
government, he would, of course, after deducting the 1 per cent tax for 
the government, pay the bank, as holder of the note, the full amount 
of $3,600. But, if the contract between A and B did not provide that A 
would pay the full interest without deducting such income tax as the 
government might impose, and, if the bank should, therefore, desire 
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to reimburse itself for the amount of the tax thus deducted by A, the 
bank can look only to B, for whom it discounted the note, and the 
question as to whether this $36 deduction should be borne by B or by 
the bank is a question which must be settled mutually between the 
bank and B. 


(T. D. 1802 November 6, 1913) 


Interest upon obligations of the United States or its possessions, or of any 
state, county, city, or any other political subdivision thereof, is not 
subject to income tax. 


It has been called to the attention of this office that banks in certain 
sections are refusing to pay coupons for interest on bonds of states, 
counties, cities, or other political subdivisions of the United States, 
when such coupons are not accompanied by certificates of ownership, 
without deducting the normal income tax of 1 per cent, which the law 
and the regulations of this department require shall be deducted at 
the source in paying the interest on bonds of corporations, joint-stock 
companies or associations, and insurance companies. 

Please inform all parties interested, giving the information wide 
publicity, that the income derived from the interest upon the obliga- 
tions of a state, county, city, or any other political subdivision thereof, 
and upon the obligations of the United States or its possessions, is not 
subject to the income tax, and a certificate of ownership in connection 
with the coupons or registered interest orders for such interest will 
not be required. 

The interest coupons should clearly show on their face whether 
they are issued by the United States or any political subdivision thereof. 
If, however, they do not clearly show this, then, of course, an owner- 
ship certificate should be required. 


(T. D. 1893 November 6, 1913) 


Income tax on the interest on bank deposits and bank certificates of de- 
posit not to be withheld at the source. 


Banks, bankers, trust companies, and other banking institutions re- 
ceiving deposits of money are not required under the Treasury regulations 
(part 2), approved October 31, 1913, to withhold at the source the nor- 
mal income tax of 1 per cent on the interest paid or accrued or accruing 
to depositors, whether on open accounts or on certificates of deposit; but 
all such interest, whether paid or accrued and not paid must be included 
in his tax return by the person or persons entitled to receive such interest, 
whether on open account or on the certificate of deposit. 


(T. D. 1804 November 12, 1913) 


Income-tax ruling as to how and by whom certificates of ownership may 
be signed in cases where bonds of corporations, joint-stock com- 
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panies or associations, and insurance companies are owned by non- 
resident aliens. 


Coupons (or orders for registered interest) payable in the United 
States, representing the interest on bonds owned by nonresident aliens, 
must be accompanied by the prescribed certificate, form 1004, as per 
treasury regulations of October 25, 1913; but this certificate may be signed 
either by the owner himself (herself or themselves) or in behalf of the 
owner by a reputable bank or bankers, or other responsible collecting 
agency, certifying to the ownership of the bonds and giving the name 
and address of the bona fide nonresident and alien owners, and when such 
certificate is thus attached the normal tax of I per cent on such coupons 
or interest orders need not be withheld at the source by the debtor or col- 
lecting agency. 


(T. D. 1807 November 14, 1913) 


Instructions to collectors relative to corporations, joint-stock companies 
or associations, and insurance companies making return of annual 
net income for their fiscal years instead of the calendar year. 


The federal income-tax law (Sec. 2, Act of Oct. 3, 1913) authorizes 
corporations, joint-stock companies, etc., under certain conditions to make 
their returns on the basis of an established “fiscal year,” or consecutive 
12-months’ period, which may be other than the calendar year. 

Pursuant to this provision, the following instructions are issued for 
the guidance of collectors and other interested parties: 

Any corporation, joint-stock company or association, or any insur- 
ance company, subject to the tax imposed by this act, may, at its option, 
have the tax payable by it computed upon the basis of the net income re- 
ceived (accrued) from all sources during its fiscal year, provided that it 
shall designate the /ast day of the month selected as the month in which 
its fiscal year shall close as the day of the closing of its fiscal year, and 
shall, not less than thirty days prior to the date upon which its annual 
return is to be filed, give notice, in writing, to the collector of internal 
revenue of the district in which its principal place of business is located, 
of the day it has thus designated as the closing of such fiscal year. 

In pursuance of this provision, a corporation or like organization 
subject to this tax may, for example, designate the 30th day of September 
as the day for the closing of its fiscal year, whereupon its return of 
annual net income shall be filed with the collector of internal revenue of 
the district in which its principal place of business is located not later 
than 60 days after the close of its said proposed fiscal year; that is to 
say, on or before the 29th day of November next succeeding. 

The date of the closing of the fiscal year having been designated, 
notice thereof must be given to the collector not less than thirty days 
prior to the last day of such sixty-day period. In the case just instanced, 
the notice must be given not later than October 31. 
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If such designation (Sept. 30, 1913), had been made and notice given, 
as hereinbefore indicated, as to the closing of the fiscal year 1913, the 
corporation would be authorized to make its return and have the tax 
payable by it computed upon the basis of the net income received (ac- 
crued) by it during the period from January 1 to September 30, 1913, 
both dates inclusive. 

In the absence of such designation and notice of the closing of the 
fiscal year corporations and like organizations subject to this tax will 
be required to make their returns and have the tax computed upon the 
basis of the net income for the calendar year. 

Collectors of internal revenue receiving notices of the selection and 
designation of the “fiscal years,” as above indicated, will make record of 
the same, recording (a) the name of the corporation or like organiza- 
tion, (b) the date when the notice was given, (c) the day designated for 
the closing of the fiscal year, and (d) the date when the return under 
such designation must be filed, which must be, as above stated, not later 
than the last day of the 60-day period next following the day designated 
as the close of the fiscal year. 

If it shall appear that for the current year the notice was given 
within the prescribed time—that is, within 30 days of the last day of 
the 60-day period—the 1913 return may be made as of the fiscal year 
so established; otherwise it will be made on the basis of the calendar 
year until such time as the designation shall be duly made and notice 
thereof properly given. 

The designation and notice cannot be retroactive; that is to say if a 
corporation now designates April 30, 1914, as the date of the closing of 
its fiscal year and gives notice of such designation, it would not be 
authorized to make a return for the 4 months ended April 30, 1913, 
and then for the fiscal year ended April 30, 1914, nor would it be author- - 
ized to make one return covering the entire 16 months ended April 30, 
1914. In the case of such corporation the return for the current year 
must be made for the calendar year ended December 31, 10913, 
and then, assuming that designation and notice had been properly made 
and given, it may make a return for the 4 months ended April 30, 1914, 
and thereafter the return will be made on the basis of the fiscal year so 
established 

In all cases where a fiscal year is not established as above prescribed 
returns must be made on the basis of the calendar year, in which case 
such returns must be filed on or before the 1st day of March next suc- 
ceeding such calendar year. 

Such returns, for the period covered, must be true and accurate, 
definite and complete, and, in as far as consistent with the provisions 
of the law, must conform to the showing made by the books of the 
company, and must be verified under oath or affirmation of its president 
or other principal officer, and its treasurer or assistant treasurer; that 
is to say, by two different persons acting in the official capacity indicated. 

If it shall appear in any case that returns have been made to the 
collector on the basis of a fiscal year not designated as above indicated, 
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the corporations making such returns will be advised that such returns 
cannot be accepted, but must be made to cover the business of the 
calendar year. : 

Returns made under this act and pursuant to these instructions must 
be made on the new forms prescribed by this department. 

The forms heretofore in use, under the special excise-tax law, cannot 
be used for making returns for either the fiscal or calendar year 1913. 

If returns of such corporations as have properly established a fiscal 
year are due to be made before the new forms are available, the collector 
will be authorized to grant an extension of time to such corporations, 
not exceeding 30 days, for the filing of such returns, by which time 
the new forms prescribed will be available for distribution. 


(T. D. 1901 November 28, 1913) 


Waiver until March 31, 1914, of Treasury requirements for the filling in 
on certificates of the numbers of the bonds of corporations, etc., 
upon the interest from which the normal income tax of I per cent 
is required to be deducted at the source under the provisions of the 
income tax law. 


Notice is hereby given that the Treasury regulations heretofore issued, 
which require that the numbers of the bonds or other like obligations of 
corporations, etc., from which interest coupons are detached or upon 
which registered interest is to be paid shall be filled in on the certifi- 
cates are hereby waived so far as the filling in of the numbers of the 
bonds or other such obligations on the certificates is concerned until 
March 31, 1914. 

In all other respects the certificates referred to must be filled in in ac- 
cordance with the Treasury regulations before the coupons or orders 
for registered interest to which they may be attached shall be paid. 


(T. D. 1902 November 28, 1913) 


Extension of time for use of temporary form 1,005, from Nov. 16, 1913, 
to Jan. 15, 1914, so far as foreign holders of coupons and interest 
orders may be concerned. 


The time for the use of temporary certificate, Form 1,005, shall be 
extended from Nov. 16, 1913, to Jan. 15, 1914, when signed by a person, 
firm, or corporation licensed under Paragraph “E” of the income tax 
law, provided such form shall only be used in cases where the coupons 
to which it shall relate shall have been received by such licensed person, 
firm, or corporation from a foreign country. 


(T. D. 1903 November 28, 1913) 


Regulations permitting the substitution under certain conditions of the 
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certificates of banks, bankers, or other collecting agents for the certifi- 
cates of the owners required to be attached to interest coupons when 
presented for collection, under income tax regulations of October 25, 
1913, and those supplementary thereto. 


Treasury regulations of October 25, 1913, and those supplementary 
thereto, require that under the conditions therein prescribed, there shall 
be attached to interest coupons maturing on bonds and other similar obli- 
gations of corporations, etc., which may be presented for collection, cer- 
tain certificates of ownership signed by the owners of the bonds from 
which the coupons were detached or by their duly authorized agents. 

Notice is hereby given that responsible banks, bankers and collecting 
agents receiving coupons for collection with the aforesaid certificates of 
ownership attached may either present the coupons with the attached 
certificates to the debtor or withholding agent for collection, or, at the 
option of the collecting agent, the certificates above referred to may be 
detached from such coupons and forwarded direct to the commissioner of 
internal revenue at Washington, D. C., as hereinafter set forth; provided 
such bank, banker or collecting agent shall thereupon substitute for said 
owner’s certificate and attach to said coupons, in lieu of said certificate 
of owner, a certificate signed by said bank, banker or collecting agent to 
whom said coupons may have been first presented for collection, in sub- 
stantially the following form: 


(Form 1000) 


Form of certificate to be attached to interest coupons in cases where the 
collecting agent’ s certificate is substituted for the certificate of the owners 
The owner’s certificate, of which the following certificate is the counter- 
part, and bears the same number as this certificate, will be sent by the 
collecting agent direct to the commissioner of internal revenue at Wash- 
ington, as prescribed by regulations. 

(name of collecting agent), do solemnly declare 
that the owner of the $...... bonds of the..... (name of debtor organiza- 
tion) from which were detached the accompanying interest coupons due 
teneeeed (maturity), 191..., amounting to $.........has filed with me 
(us) a duly executed certificate filled up in accordance with Treasury 
regulations of Oct. 25, 1913, form No......., which certificate has been 
indorsed by me (us) as follows: ‘Owner’s certificate No....... (name of 
collecting agency) (date), 191..,’ and in which the said owner (does, does 
not) claim, with respect to the income represented by said interest, the 
benefit of a deduction of $......, allowed under Paragraph C. Section II, 
of the Federal income tax law, the total exemption - which said owner 
now claims to be entitled thereunder being $....... and I (we) do hereby 
promise and pledge myself (ourselves) to forward the above described 
certificate executed by the owners as stated and dated........ ee 
the commissioner of internal revenue, at Washington, D. C., not later 
than the 20th day of next month, in accordance with Treasury regula- 
tions. 

“Signature of Collecting Agent.................... 


The certificate of the owner, for which the foregoing certificate of 
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the collecting agent may be thus substituted by the collecting agent first 
receiving said coupons for collection must be given the following endorse- 
ment by the collecting agents and should be made preferably with a 
tubber stamp: 

Owners’ certificate No.... 

(Name of collecting agency) ....... (give date of certificate) .... 


QI... 

The counterpart of the within certificate bearing like number was 
attached to the coupons within mentioned for delivery to the debtor or 
withholding agent by whom the coupons are payable. 


Certificates of owners for which collecting agents’ certificates are 
substituted must be forwarded to the commissioner of internal revenue 
at Washington, D. C., by the collecting agency receiving them not later 
than the twentieth day of the month succeeding that in which said cou- 
pons were thus received for collection. 

All banks, bankers or other collecting agents who may substitute their 
certificates for the certificates of owners under the foregoing plan will 
be required to keep a complete record of all such transactions and sub- 
stitutions of certificates, showing all certificates for which the collecting 
agents’ certificates have been issued in lieu of the owners certificates. 

This record should be kept by months and should give the following 
information: Serial number of item received; date received; name of 
person from whom received; address; name of debtor corporation; class 
of bond from which coupons were cut; face amount of coupons collected ; 
deductions from tax claimed by owners under Paragraph C of Federal 
income tax law; amount of interest collected. 

Until further ruling by this department the banks, bankers, and other 
collecting agents who may substitute their certificates for the certificates 
of owners under the foregoing plan, will not be required to secure a 
license from the Treasury department for being permitted to make such 
substitutions of their own certificates for those of the owners, provided 
these regulations are strictly complied with. 

The permission to banks, bankers, and collecting agents to substitute 
their own certificates under the above regulations for those of the 
owners of the bonds, etc., will extend to responsible banks, bankers and 
collecting agents in foreign countries as well as to those in the United 
States. 


(T. D. 1904 November 28, 1913) 


Supplemental regulations relative to duly authorized agent’s authority 
to sign certificates of ownership which accompany coupons or registered 
interest orders when presented for collection. 


Certificates of ownership, which are required to accompany all cou- 
pon or registered interest orders under regulations made in pursuance 
of section 2, act of Oct. 3, 1913, may be signed in the name of the 
owner of the bonds, by his duly authorized agent, and the said certificates 
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shall give the full name and address of both the owner and his authorized 
agent. 

If the person, firm, or organization to whom the certificate thus 
signed is presented for collection is reasonably satisfied as to the identity 
and responsibility of the person signing as duly authorized agent, he or 
it shall stamp or write on the face of said certificate “satisfied as to 
identity and responsibility of agent,” giving name and address of person 
thus certifying, and said certificate may then be accepted by persons, 
firms, or organizations to whom presented, without requiring further 
evidence as to authority of agent. 

If the person, firm, or organization first receiving certificate of owner- 
ship signed by an agent is not satisfied or cannot satisfy himself or itself 
as to the agent’s identity and responsibility, then in that event, the 
authorized agent shall furnish evidence of his authority so to act, which 
evidence will be retained by the person, firm, or organization receiving 
it, and the certificate of ownership shall then be indorsed as provided 
herein. 


(T. D. 1905 November 28, 1913) 


Supplemental regulations relative to partnerships. 


Inasmuch as individual members of a partnership are liable for in- 
come tax upon their respective interest in the net earnings of said partner- 
ship, and are required to include said net earnings in their personal re- 
turns, the partnership may file with the debtor corporation or with a 
withholding agent a notice signed in the name of the partnership, by a 
member thereof claiming a deduction of a specific amount on account 
of the legitimate expenses (not including the personal or living expenses 
of the partners) incurred in conducting the business of said partnership, 
and upon receipt of said notice, said withholding agent shall not with- 
hold and shall not be held liable for, the normal tax on the amount of 
income equal to the amount of deduction claimed in said notice, but in 
no event shall the total of the amounts claimed as provided herein be in 
excess of the total amount of the actual legitimate annual expenses in- 
curred by said partnership in the conduct of its business. Application 
for such deduction shall be made in substantially the following form: 


(Form 


| ee a member of the firm or partnership of...... ee conduct- 
ing the business of......... , and residing at......... , do solemnly declare 
that the said (give full address) ese, partnership is the owner of $..... 
bonds of the denomination of $...... each, Nos. ...., 
the ........ (name of debtor), known as........ ( describe the particular 
issue of bonds) bonds, from which were detached the accompanying in- 
terest coupons, due...... , IQI.., amounting to $...... , Or upon which 
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there matured $...... of registered interest, or is the owner of...... — 
(property, or investments) upon which there accrued $...... of income. 
We hereby claim a deduction of $...... , allowed on account of the 
actual expenses incurred in conducting said business, under regula- 
tions made in pursuance of Section 2, act of Oct. 3, 1913, and do solemnly 
declare that neither the partnership nor its individual members has claimed 
deductions in excess of its total actual legitimate annual expenses of con- 
ducting the business of said partnership and that no portion of the atom § 
or personal expenses of the partners is included in the deductions claimed. 


(Name of signing partner) ......... 
(Signing for) 


Partnerships are not subject as partnerships to the income tax, and 
are required to make statements of their income and earnings as partner- 
ships only when requested to do so by the commissioner of internal 
revenue or the collector of internal revenue for the district in which 
said partnership has its principal place of business, and when such a 
statement is required as aforesaid the said statement shall give a com- 
plete and correct report of the gross income of the said partnership 
and also a complete account of the actual legitimate annual expenses of 
conducting the business of said partnership (not including living and 
personal expenses of the partners) and the net profits and the name and 
address of each of the members of said partnership and their respective 
interest in the net profits thus reported. 


The net annual income of a partnership when apportioned and paid 
to the members thereof shall be returned by each individual partner receiv- 
ing same in his annual return of net income and the tax shall be paid 
thereon by said individual partner as required by law. 

When the annual income of a partnership is not distributed and paid 
to the members thereof, the respective interest of each member in said 
profits shall be ascertained, and the individuals entitled thereto shall 
include the said amount in their annual return as part of their gross 
income, the same as if said profits had been distributed and paid to them. 


Undivided annual net income of partnerships thus returned by the 
individual members thereof, upon which the tax shall have been paid, 
shall not, when said profits are actually distributed and paid to the 
partners, be again included in their annual return as part of their gross 
income. 

Foreign partnerships or firms, all the members of which are both citi- 
zens or subjects and residents of a foreign country, which are the own- 
ers of bonds and mortgages or deeds, of trust or other similar obligations, 
including equipment trust agreements, receivers’ certificates, and stocks 
of corporations, joint stock companies or associations and insurance 
companies, organized or doing business in the United States, may file 
with the debtor or withholding agent, with their coupons or orders for 
registered interest, or orders for other income derived from property 
or investments in the United States, certificate and notice of ownership,. 
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setting forth the facts as to non-residence and alienship, and the debtor 
or withholding agent shall not withhold any part of their said income. 

Where a foreign partnership or firm is composed of both non-resi- 
dent foreigners and citizens of the United States, or foreigners resident 
in the United States or its possessions, the certificate of ownership 
shall show this fact, and the name and legal address of each member of 
said partnership who is a citizen of the United States or who is a for- 
eigner residing in the United states or its possessions, shall be given on 
the said certificate, and no part of said income shall be withheld by the 
paying agent. 

The said certificate and notice of ownership shall be in substantially 
the following form: 


(Form 1014) 


Form of certificate to be presented with coupons or interest or other 
income orders detached from bonds or other obligations owned by partner- 
ships or firms of foreign countries: 

ag ee , a member of the firm or partnership of......... and 
re ,(give full address) do solemnly declare that the 
said partnership is the owner of $...... bonds of the denomination of 
each, Nos....... of the. (give name of debtor) of the...... 
known as...... (describe the particular issue of bonds) from which were 
detached the accompanying interest coupons, due...... , I91.., amounting 
to $......, or upon which there matured ...... >. ee oe of regis- 
tered interest or is the owner of......... (property or investments) upon 
which there has accrued...... oe, vere ee of income, and that all 
the members of said firm or partnership, except........ , (give name and 
address of partners not non-resident aliens) are non-resident foreigners, 
and as such are exempt from the income tax imposed on such income by 
the United States Government under the law enacted Oct. 3, 1913, and 
that no citizen of the United States wherever residing, or foreigner 
residing in the United. States, or any of its possessions, except those 
named above, has any interest in said bonds, coupons, or interest. 


(T. D. 1906 November 28, 1953) 


Supplemental regulations designating guardians, trustees, executors, ad- 
ministrators, agents, etc., as the “source” for purpose of collecting 
income tax and as to making annual and list returns and withholding 
tax. 


Guardians, trustees, executors, administrators, agents, receivers, con- 
servators, and all persons, corporations or associations acting in any 
fiduciary capacity hereinafter referred to and known as the fiduciary 
who hold in trust an estate of another person or persons shall be desig- 
nated the “source” for the purpose of collecting the income tax and by 
filing the following notice with other debtors or withholding agents 
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said fiduciary shall be exempt from having any income due to them as 
such withheld for any income tax by any other debtor or withholding 
agent. 

Other debtors or withholding agents upon receipt of this notice shall 
refrain from withholding any part of such income from said fiduciary 
and will not, in such case, be held liable for normal tax of 1 per cent 
due thereon. The form of notice to be filed with the debtor or with- 
holding agent by the fiduciary shall be substantially as follows: 


(Form 1015) 


“The following form of certificate should be filed with the debtor, or 
its paying agents, at the time of the payment to the fiduciary, or his 
representative, of all coupons, interest orders, rents, and all other kinds 
of income whatsoever upon which the tax on income is required to be 
withheld at the source. 

“I (we) do solemnly declare that I (we)......... (name Fiduciary), 
am (are) the duly authorized......... (Indicate in what capacity acting), 
for the beneficiaries of the estate or trust of......... which estate or 
trust is entitled to the income from $...... bonds of the denomination of 
(Give name of debtor), 
eee EE ( Describe the particular issue of bonds), 
from which were detached the accompanying coupons, due........ a ape 
amounting to $...... , or upon which there has matured......... oe 
RRS of registered interest, or which estate or trust is entitled to 
other income from property or investments upon which there accrued 
» $...... OF income. 

“Acting for and in the capacity as stated herein, I (we) hereby assume 
the duty and responsibility imposed upon withholding agents under the 
law of withholding and paying the income tax due, for which I (we) 
may be liable, and acting in said fiduciary capacity as stated herein, I 
(we) do hereby claim exemption from having the normal tax withheld 
from said income. 


Said fiduciaries shall on or before March 1 of each year, when the 
annual interest of any beneficiary in said income is in excess of $3,000, 
make and render a return of the income of the person or persons for 
whom they act to the collector of internal revenue of the district in 
which the fiduciary resides. 

This return shall give an itemized statement of the gross income and 
deductions claimed, and shall be in the same form as prescribed for 
annual return made by individuals. 

Said fiduciary acts for and in behalf of the beneficiaries of said trust; 
and the annual return required as above in behalf of said beneficiaries has 
reference only to the income accruing and payable through said fiduciary 
and not the income of said beneficiaries from other sources, unless the 
said fiduciary is legally authorized to act for said beneficiaries in their 
individual capacity, in which case said fiduciary, acting as duly authorized 
agent of the individual, shall also make the personal annual return as pro- 
vided by law. 
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There shall accompany the annual return of said fiduciary a list 
giving the name and full address of each beneficiary and the share of said 
income to which each may be entitled. 

Fiduciary agents, in addition to the annual return of income required 
by these regulations, shall make an annual list return, as provided by 
regulations for withholding agents, whenever payment of income to any 
beneficiary is in excess of $3,000. Said list return shall be made on or 
before March 1 of each year to the collector of internal revenue for the 
district in which said fiduciary resides or has his principal place of busi- 
ness, giving name and address of each beneficiary of said trust to whom 
annual income in excess of $3,000 is paid, the amount of income paid to 
each beneficiary, giving source of income, the amount of exemption 
claimed by each beneficiary, if any, and the amount of income withheld 
for tax, and the said list return shall be signed by the fiduciary making 
same, stating in what capacity acting, and give his name and full address. 

Fiduciaries having an annual income that is not distributed or paid to 
the beneficiaries of the trust under which said fiduciary acts shall make 
an annual list return, as provided herein, and said list return shall show 
the name and address of each beneficiary having a distributive interest 
in said income in excess of $3,000, stating the distributive amount of 
each beneficiary, and shall give all information as required in said list 
returns, and shall withhold and pay to the collector as provided by law 
the normal tax of 1 per cent upon the distributive interest of each of 
said beneficiaries in excess of $3,000, the same as if said income was 
actually distributed and paid; exemption under Paragraph C, however, 
may be claimed by the beneficiary or his legal representative by filing his 
claim for exemption with the fiduciary agent. 

When the fiduciary agents deduct, withhold and pay the normal tax on 
undivided annual net income as provided herein, they shall not be re- 
quired to withhold and pay again the normal tax on said income when 
actually distributed and paid to said beneficiaries, nor shall the benefi- 
ciaries be required again to pay the normal tax on the amounts on which 
the tax has been paid when such amounts are distributed. 

Where the normal tax is withheld and paid by fiduciary agents on 
undivided annual income, beneficiaries (or their legal representatives) 
in whose behalf said tax is paid may file notice with said fiduciary and 
claim the benefit of any annual exemption they may be entitled to under 
Paragraph C of the act of October 3, 1913, as provided by regulations, 
the same as if their distributive interest in said income was actually 
paid. 


(T. D. 1907 Novmber 26, 1913) 


Supplemental instructions as to acceptance of certificate Form 1,000 as 
originally prescribed in regulation of Oct. 25, 1913, and the original 
and amended Form 1,000 as it has been adapted to the use of fiduciary 
agents, and certificate Forms 1,001, 1,003, and 1,004 as they have been 
adapted to the use of foreign organizations and partnerships. 
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Certificates of ownership Form 1,000, as originally prescribed in 
regulations of Oct. 25, 1913, shall be accepted by debtors or withholding 
agents when properly filled in and signed by the owner of the bonds or 
his duly authorized agent until Dec. 10, 1913, and after that date only 
the amended Form 1,000, as prescribed by regulations, shall be accepted. 

Form 1,000, original and amended, as it has been adapted to the use 
of guardians, trustees, executors, administrators, agents, receivers, con- 
servators and all persons, corporations, or associations acting in fiduciary 
capacity, when properly filled in and signed and given the information 
required by the regulations, shall be accepted by debtors or withholding 
agents until regulations giving a prescribed form of certificate of owner- 
ship for fiduciary agents are issued, and for thirty days thereafter. 

Forms 1,001, 1,003, and 1,004, as they have been adapted to the use of 
foreign organizations and foreign partnerships, when properly filled 
in and signed, and giving the information required by regulations, shall 
be accepted by debtors or withholding agents until regulations giving a 
prescribed form of certificate of ownership for foreign organizations 
and foreign partnerships are issued, and for thirty days thereafter. 


(T. D. 1908 November 28, 1913) 


Regulations prescribing form of certificate to be furnished by foreign 
organizations not engaged in business in the United States, and not 
subject to the income tax on interest or other income collectible at 
the source. 


The certificate to be furnished by foreign organizations not engaged 
in business in the United States shall be in substantially the following 


form: 
(Form 1016) 


| EERE: (give name), the......... (give official position), of the 
(name of organization), a...... (character of organization), of 
ere (country), located at.........(Post Office address), do solemnly 
(give name of organization) is a foreign 
organization, not engaged in business in the United States, and is owner 
OF Wuiesss , bonds of the denomination of $...... each. Nos.... of the 
(give name of debtor), known as..... (describe bonds), bonds, from 
which were detached the accompanying ‘coupons, due......... 
amounting to $......, or upon which there matured...... ~ oon . 
of registered interest, or is the owner of...... (property or investment), 
upon which there was accrued...... ee ee , of income, and that 
under the provisions of the income tax law of Oct. 3, 1913, said organiza- 
tion being a foreign organization, said interest or income is exempt 
from the payment of taxes collectible at the source, which exemption is 
hereby claimed. 


(T. D. 1909 November 28, 1913) 
License required for collection of income received from foreign Countries 


Supplemental regulations as to making application, filing bond, and issu- 
ing license to collecting agencies of income from foreign countries. 
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Income Tax Department 


All persons, firms, or corporations undertaking for accommodation or 
profit (this includes handling either by way of purchase or collection) 
the collection of coupons, cheques, bills of exchange, etc—(a) For or in 
payment of interest upon bonds issued in foreign countries; (b) Upon 
foreign mortgages or like obligations, and (c) For any dividends upon 
stock or interest upon obligations of foreign corporations, associations, 
or insurance companies engaged in business in foreign countries—who 
are required by law to obtain a license from the commissioner of internal 
revenue, shall make application to the collector of internal revenue for 
the district in which they do business for such license in the following 
form: 


(Form 1017) 


The undersigned (name and office) of (state name of person, firm, or 
corporation) being duly sworn according to law, declares that on and 
after the...... day Of... , I91.., he intends to engage in the business 
of collecting foreign income payments of interest or dividends by means 
of coupons, cheques, or bills of exchange. The aggregate amount of 
annual collections of such foreign income at the principal and branch 
offices is estimated at $......... 

The location of the principal and branch offices is as follows: 


If a firm state names of members. 2 ’ 
Said person, firm, or corporation is now engaged in business as...... > 


and desires to conduct the business of collecting foreign income at the 
above address or addresses, and hereby makes application for license 
required to be secured by persons, firms, or corporations engaged in the 
business of collecting income from foreign countries under the provisions 
of Paragraph E of Section 2 of the income tax law of Oct. 3, 1913, and 
I (we) hereby promise and pledge myself (ourselves) to comply strictly 
with the provisions of said law and the rules and regulations of the 
Treasury department which have been or may hereafter be issued in 
respect to the collection and payment of such foreign income. 

Signed (name of firm or corporation). 

Sworn to before me this.................. day of 


The collector of internal revenue, upon receipt of such application, 
shall satisfy himself that the person, firm, or corporation making applica- 
tion is considered to be of good character and business standing and 
may require that he or they shall be able to show a financial rating in one 
or more of the recognized mercantile agencies of the United States equal 
to at least one-tenth of the estimated amount of annual collections of 
foreign income as stated in the application. 


The collector of internal revenue having thus satisfied himself of 
the business and financial reliability of the person, firm, or corporation 
‘making application for license may issue the licence without requiring 
a bond for the faithful performance of duty and compliance with the 
‘law and regulations. 


In cases where the person, firm, or corporation shall fail to satisfy 
the collector of internal revenue of his or their business or financial 


485 


The Journal of Accountancy 


reliability the collector may refuse to issue license or may issue a license 
upon the applicant filing a surety bond satisfactory to the commissioner 
of internal revenue for a penal sum equal to 2 per cent of the estimated 
amount of collections stated in the application, the minimum penal sum, 
however, to be $1,000 and the maximum not in excess of $100,000. 

The bond when required shall be executed in duplicate, one of which 
shall: be retained in the office of the collector of internal revenue with 
whom the bond is filed and the other shall be forwarded by the collector 
to the commissioner of internal revenue at Washington. 

The form of license to be issued shall be as follows: 


(Form 1010) No.— 

License for collection of foreign income. 
and engaged. in the business ee , having made application in accord- 


ance with the provision of Section 2 of the act of Oct. 3, 1913, and the 
regulations made in pursuance thereof, is hereby licensed to accept for col- 
lection coupons, cheques, and bills of exchange for or in payment of 
interest upon bonds issued in foreign countries and upon foreign mort- 
gages or like obligations and for the dividends upon stock of foreign 
corporations, foreign joint stock companies or associations, or foreign 
insurance companies engaged in business in foreign countries, from...... 5 
191.., until revoked. 

This license will not be valid until countersigned by the collector of 
internal revenue for the district in which issued. 


(Collector) 


This license, made up in the form of bound books containing fifty 
each with appropriate stubs, will be furnished in blank to the collector 
of internal revenue with the facsimile signature of the commissioner 
of internal revenue thereon and shall not be valid until countersigned 
by the collector of internal revenue by whom issued. 

This license may be issued without cost to the persons to whom issued 
and shall continue in full force until revoked. Failure to give or renew 
the bond in cases where a bond is required will automatically revoke the 
license. 

In cases where licenses are issued without bond, the collector shall, 
at stated yearly periods, inquire into and satisfy himself of the financial 
responsibility of all licensees. 

When any person, firm, or corporation has branch offices and desires 
to collect said foreign interest or dividend income through said branch 
office, the application for license or licenses shall be made (and bond 
furnished when a bond is required) by the person, firm, or corporation 
through its principal office for its branch office or offices. 

The bond in such cases shall be based on the total amount of such 
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Income Tax Department 


foreign business transacted by both the home office and its branch office 
or offices. 


This application for licenses shall be made (and bond furnished when 
bond is required) to the collector of internal revenue for the district 
in which the principal or home office is located. The names and addresses 
of the branch offices shall be furnished to the collector in the applica- 
tion of the said principal, and if the requirements of the Bureau of 
Internal Revenue are complied with to the satisfaction of the said collector, 
then said collector shall certify this fact to the collector of internal reve- 
nue for the district in which the branch office for which the license is 
desired is located, and the collector to whom this certification is made 
-shall thereupon issue a license as provided herein to such branch office. 

No bond will be required in any case for the month of December, 
1913, but the required license may be issued by collectors of internal 
‘revenue immediately upon receipt of the blank licenses in all cases 
where the applications for licenses which may have been filed shall 
have been duly approved. 

The bond, if required, must be filed for the calendar year 1914, and 
for each calendar year thereafter. All bonds must be renewed or new 
bonds furnished on or before Jan. 1 of each successive year. The ap- 
plications for these licenses and the stubs of the licenses issued shall be 
retained and preserved in the offices of the collectors of internal revenue. 


ERRATUM—ISSUE OF NOVEMBER, 1913 


On page 384, fifth line from bottom of page—in place of 1% on $25,- 
000, $750, etc., read 3% on $25,000, $750, etc. 


The Journal of Accountancy 


Colorado Accountancy Board 


The governor of Colorado has appointed the members of the state 
board of accountancy as follows: Clem W. Collins, Denver; Wm. E. 
Dittman, Boulder; and Ben Morris, Denver. Terms expire October 
20, 1914, 1915 and 1916 respectively. 


Maine Board of Accountancy 


The Maine board of accountancy met on November sth at Water- 
ville and perfected its organization by the election of Mr. F. Ernest 
Holman as chairman and Mr. John T. Fagan as secretary and treasurer 
The third member of the board is the Honorable John Lovejoy. 

The first examination for the degree of C. P. A. will be held on the 
6th, 7th and 8th of January next. 


The Society of Certified Public Accountants of the State of New Jersey 


At a meeting of the Society of Certified Public Accountants of the 
State of New Jersey held in Newark on November 18th, Mr. W. M. 
Deusen, cashier of the National Newark Banking Company, delivered 
an entertaining and instructive address on the subject of the federal in- 
come tax. 


The firm of Child, Byrnes, Baker & Smith having dissolved by mutual 
consent, Messrs. Thomas W. Byrnes and K. Lanneau Baker announce 
the formation of a copartnership under the firm name of Byrnes and 
Baker, certified public accountants, with offices at 52 Wall St., New York. 


James F. Farrell, C.P.A., and James F. Hughes, C.P.A., have formed 
a partnership for the practice of accountancy under the firm name of 
Hughes & Farrell, with offices at 150 Broadway, New York, and 1 Mont- 
gomery Street, Jersey City, N. J. 


William E. McHenry announces that he has opened an office at 1420 
Chestnut St., Philadelphia, for consulting practice in all matters apper- 
taining to manufacturing accounts and costs. 


Alexander L. Tinsley, C.P.A. (N. Y.) announces that he has opened 
offices in the Maryland Life Building, 10 South St., Baltimore, Md., for 
the practice of accountancy. 


John H. Koch & Company, certified public accountants, announce 
the removal of their offices on December 1st from 26 Beaver Street to 
55 Liberty Street, New York. 
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Investigations for F inaneing Purposes 
The Language of Accounting 
Efficiency Standards i in ‘Central 


Accounting” 
Cost Systematizing 
Trade Union Accounting” 
The Accountant’ Relation. to. Inventory 
A.Long Step: Forward 
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Preparation for N.Y.C.P. A. Examinations 


of June, 1914 


Before Deciding, Investigate : 


The Record of THE POST-GRADUATE SCHOOL OF ACCOUNTANCY, 
Conducted by PAUL J. ESQUERRE, G. P. A. (N. Y_) is readily investigated: 


The School was started in September, 1911. 
Its success is graphically depicted by the following tahie- 


of 
ob Number of Number of | Number of 
Candidates Subjects Subjects serps —- members of who have 
Examination N.Y.C. P.A.|.. the N. ¥. Passed in 
Presented Taken Passed Certificate 3 Subjects 
January, 1912 2 2 2 — 
June, 1912 4 7 7 at 4 _ — 
January, 1913 16 | 52 49 ; 7 7 1 
June, 1913" 20 71 45 2 7 
42 132 103 15 8 8 


*The showing of June, 1913, must be judged im the light of the utter lack of sticcess of other schools, 
there having been about 8 successful candidates out of 134 who took the examination. 
tOne candidate obtained the blue ribbon seal of honor. a 


For particulars as to Method of Teaching, Course of Studies, 
CLASSES ARE LIMITED Length of Course, Terms, ete., apply, in person only, to 


P. J. ESQUERRE, C. P. A. (N.Y.) 32 Broadway, N.Y. 


C. P. A. Course of High Professional Value 


Professional and university standing, recognition and endorsements, based upon hoth 
professional work and university teaching experiemce are the surest indications of the practical 
value of the training afforded by any specialized educational institution. 


As & e student cannot usually decide 
from his own nal knowledge as to the merits of 
any course of instruction offered, his safest plan is 
to po that one which has received the unquali- 
fied endorsements of those best qualified to sudan: 
by those best apented we mean those men, with 
national reputations as certified public accountants 
or as educators with leading universities, Such en- 
dorsements are 7+.// endorsements and can be relied 
upon, The professional and educational standing 
being the result of the known merits of the courses 
given will assist the student to decide which school 
will give him the training most valuable trom a profer- 
signad standpoint. And this is the reaily vital consider- 
ation. 

The high professional ranking of ‘this institution, 
the exceptional recognition accorded it by educa- 
tional authorities of national reputation, and the 
splendid professional standing of its faculty, give to 
each Walton graduate extra favorable credentials to 
extra desirable accounting connections. 


Our Courses Prepared and Given 
under Seymour Walton, B. A., C.P. A. 


Mr. Walton is recognized as one of the best known 
Certified Public Accountants in the country and as 
foremost educator in accountancy. He was 
formerly Professor of Theory and Practice of 
Accoun in two of the leading Universities of the 
Middle est. Dean Walton gives his sersonal 
attention to the work of the students and is assisted 
by a faculty of men well known in the accounting 


Our courses, offered by Correspondence, represent 
years of preparation on out Pas to ave to every 
student a complete mastery of Higher Accountancy. 
Every detail instruction has been worked out to 
@ fine point of excellence and efficiency. So er- 
ally is the calibre of these courses recognized in the 
profession that they haye been ese cay in the Schools 
of Commerce of leading universities in the country. 


Our Courses Guaranteed. 


This is a step well in advance of any taken in the 
of Accountancy. We guarantee our 
instruction. @ agree to all money id us 
by a tuition. compl our 
Courses, not satisfied progress made 
through the instruction. 

Write for Booklet 


courses and a knowledge of how these will be sent 
you, how you will be instructed and eo home 

here in Chicago. 

Write for booklet. today. 


685-695 Peoples Gas Building, CHICAGO 


When writing to advertisers kindly mention THe JouRNAL OF ACCOUNTANCY. 
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Position Wanted 


with Public Accountant b oung man of 
education who has comple a@ course in her 
accounting and is now preparing for C. A. 
more im salary. 


J. 114, of Accountancy. 


Position Wanted 


A first class accountant, several years’ practical 
lence here and abroad, accustomed to work 
without supervision, seeks permanent connection 
with firm of public accountants. Applicant is 31 
years of age, of good address and unencum) 


J. 144, % Journal of Accountancy. 


AUDITOR WANTED 


One of the largest department stores in the South 
hasa place for an experienced Auditor. Preference 
will be given to Auditor now employed in this work 
by department store, one who knows and thorough- 
ly understands this work Application must be 

age, experience, 
. Allcorrespondence 
will ted dence. Apply to No. 117, 
% The Journal of Accountancy. 


WANTED 


C. P. A. over 30 years old, who has had practi- 
cal ce, and who is interested in becoming 
partner in an established business. 
Address 
WILLISON AUDIT & SYSTEM CO., 
Clarksburg, W. Va. 


High Grade Senior Wanted 
; CO. P. A. Degree; successful reco’ th reput- 
able account good health: record ; 
; age lim 

IND SEMENTS es. 500.00 or better. 

LOCATION—Middle 

Address, 111, % of Accountancy. 


C. P. A. COURSE 


— desiring prepesetion for the C 
A. Examinations State are asked to 
write for information and catlines of our 


MAIL COURSES 


Auditing, Law, Cost Accou 
Bookkeeping. "Established 1907 
Successful students everywhere and best of refer- 
ences. Personal attention of R. J. Bennett, B. 8. 
C. A., OC. P. A., Dean Philad 
Commerce, Accounts and 


Bennett Accountancy Institute, 


261 Farragut St., Philadelphia, Pa. 


Specially ruled ANALYSIS pa for certi- 
fied public accountants canthed in stock. 


Sample and price on application. 
end of every description printed 


THE HENRY 0. SHEPARD COMPANY 


624-632 S Sherman Si. CHICAGO, ILL. 


OPPORTUNITY WANTED 


Young man, 28, nine years auditing office, 
member of New York bar, graduate two well 
known accounting courses, good personality, 
well endorsed for ability, business capacity, 
initiative andintegrity, desires to connect per- 
manently with local or out of town account- 
ing firm where application to business and a 
determination to make good will receive 
recognition. Willing to start as junior and 
travel if necessary. 

Address 115, 


% Journal of Accountancy. 
20 Vesey St., N. Y. 


This 
Portfolio, 
size 16x10, 
with Four 
Pockets 
made of 
Best grade 
Sole Leather | 


(Black, Brown, 
Russet and Black 
Grained 


$6.00 
Let Us Send You this 
L. L. B. Portfolio 


It is the most convenient, attractive, durable and 
lightest—has greater carrying and priced 
lower than any other on the market . B. Port- 
folios are made in 60 different styles. Single sec- 
tions at $3. Double sections at 
$6.75 and u xpress prepaid to any point 
in the Uni ae. 

If for any reason you should feel dissatisfied with 
your purchase, return it at our expense and we will 
cheerfully refund you your money. 


Send for Catalog No. 22 


L. L. B. CASE MFG. CO., 
5 Cedar Street, New York City 


When writing to advertisers kindly mention THe JoURNAL or ACCOUNTANCY. 
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COOPERSTOWN, NEW YORK 
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CONTENTS FOR DECEMBER, 1913 


Investigations for Financing Purposes 
By Grenville D. Montgomery . ‘ 417 
The Language of Accounting 
By Charles M. Van Cleve i ; 424 
Applying Efficiency Standards in Central Station Accounting 
By H. C. Miller fk ‘ 432 
Cost Systematizing 
By August Hiller ‘ ‘ 435 
Trade Union Accounting 
By A. E. Carpenter 2 440 
The Accountant's Relation to Inventory 
By Henry C. Magee. ‘ ‘ 443 
Editorial 
A Long Step Forward and Upward  . 
Bright Prospects of Accountancy , 459 
Department of Practical Accounting | 
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Income Tax Department 
Edited by John B. Niven ‘ ‘ 468 
Announcements, etc. . 488 


THE JOURNAL OF ACCOUNTANCY is the of the professional accountants ‘of the United 
States. In its articles and editorial columns it suite, Fock the accountant’s point of view, of business 
problems and conditions. 


The editor will be glad to receive and to consider for publication articles from well-informed persons, 
and will welcome especially contributions from public accountants. The manuscripts of articles not available 
for publication will be returned on request. 


THE RONALD PRESS COMPANY 
20 VESEY ST., NEW YORK CITY 


| 
{ 


When writing to advertisers kindly mention THE JOURNAL OF ACCOUNTANCY. 


THE JOURNAL OF ACCOUNTANCY 


Accountants 
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iness- 
Business 
Systematizers 


hall Send for a Copy of ‘this 


“The Use of Colored Papers for 
The most complete and _ exhaustive 


publication of its kind ever issued. 
Contains exhibits of actual Order 


Systems, Requisition Systems, Voucher 
Systems, Branch Office Stationery, etc. 


tiie colors for Every Letter in the Alphahet--for Every 
Day in the Week--for Every Month in the Year--Ten 
Exhibits in all. 
Each form in each system is not only shown in the color of paper 
‘] recommended as the best for its use, but each form is on a grade 
\\._ of paper best adapted to each particular purpose. 


, ‘The text matter describes the use of each system and gives the 
Writing reasons for the use of each color of paper. 

Paper Co. \ 

<4 It is the most interesting and enlightening throughout. The edition of this 


| ' Helyoke,Mass. ‘valuable book is limited. To be sure to get a copy, write for it today. 
It will be sent to you on receipt of \0c. to cover cost of 
addressshown onthe letter- ; 
= ; Bead which I have attached postage, and accompanying coupon attached to letterhead. 
your booklet, “‘Colored Writing 
Papers and ad thet their Se Bolentine Use tor 
‘AMERICAN WRITING Paper Co. 
3 4 
HOLYOKE, MASS. 
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The American Association of Public Accountants 


List of Officers, Trustees and Committees 


1913-1914 
OFFICERS 
H. Montgomery, 55 Liberty Street, New York. 
A. P. Richardson, 55 Liberty Street, New York. 
Carl H. Nau, American Trust Building, Cleveland. 


Vice-Presidents : 
Alabama State Association of Public Accountants...G. L. Lemon, Birmingham 
California State Society of Certified Public Account- 

Colorado Society of Certified Public Accountants Frederick W. Deidesheimer, Denver 
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Kentucky Society of Public Accountants........... Thomas E. Turner, Louisville 
Louisiana Certified Public Accountants, The Society 

as G. V. W. Lyman, New Orleans 
Maryland Association of Certified Public Account- 

Massachusetts, Certified Public Accountants oi, Inc. Waldron H. Rand, Boston 
Michigan Association of Certified Public Account- 


Minnesota Society of Public Accountants........... Ralph D. Webb, Minneapolis 
Missouri Society of Certified Public Accountants...Stanley Young, Kansas City 
Montana State Society of Public Accountants ..... W. F. Battin, Butte 
New Jersey, Society of Certified Public Accountants 

of the Clarkson E. Lord, New York 
New York State Society of Certified Public Account- 

Ohio Society of Certified Public Accountants....... H. o Keller, Columbus 


Oregon State Society of Certified Public AcocuntantsE. H. Collis, Portland 
— Institute of Certified Public Account- 


Rhode Island Society of Certified Public Account- 
Charles S. Jenckes, Providence 
Tennessee Society of Public Accountants........... W. A. Smith, Memphis 
Texas State Society of Public Accountants......... H. E. Gordon, Dallas 
Virginia Society of Public Accountants, Inc. Thomas U. Hare, Norfolk 
Washington Society of Certified Public Account- 
Wisconsin Association of Public Accountants....... Henry Schneider, Milwaukee 
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PRESS CLIPPINGS 


Are used nowadays by every up-to-date business 
man; they bring you in constant touch with all pub- 
lic and private wants and supply you with news 


We read for our subscribers all the im- 
papers published in the United 
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National Why Not Record Your Auditing Work | | 
Business Institute Systematically in the First Place ? 
The N. B. I. is oneereNe the following Cooley’s Audit Records | 


RESIDENT COURSES 


1. C P.A. Coaching Class for the Jan- —contain space for notes of four periods or 
uary, 1914, Examination. (Evenings) examinations : 

2. One-year ge -s ae —meet the demands for all cases 
Theory an actice, Auditing 
Theory and Practice, Business Law —save an immense amount of duplication 
and Procedure. (Afternoon and even- and error +s 
ing sessions.) —are the designs of a practical accountant! j 

3. Special Business Courses. . —keep all notes easily accessible 7 ae 

4. Coaching Classes for Day and Even- 
ing High Schools. Bi petra many times over on a 

COURSES BY CORRESPONDENCE 

5. Complete Course in Accounting 
Theory and Practice, Auditing 72 pages. 4 1-4 x8 1-4 inches. 

Theory and Practice, Business Law Single copies............... $ .50 
and Procedure. 4.50 

6. Unit Courses in Accounting, Audit- 10.00 
ing and Business Law. Lots cf 50.... ... 17.50 

Visitors to classes and mail inquiries always 

welcome. For sale by 
National Business Institute THE | ESS 
45 West 34th Street New York City 
Telephone, Greeley 2793 20 Vesey St. <6 New York 


NEW YORK UNIVERSITY 


SCHOOL OF COMMERCE, ACCOUNTS AND FINANCE 


has for twelve years trained men for the practice of accounting as a profession. 
This training has five distinct advantages: 
IT IS PRACTICAL. The instruction is illustrated by concrete facts from 
actual business experience. 
IT IS BROAD. Over seventy courses are given, covering the fields of 
accounting, finance, business organizations, commercial law, journalism and the like. 
IT IS THOROUGH. The regular three year course leads to the B. C. §. 
degree. The work is all conducted according to University ideals. 


IT IS CULTURAL. Principles rather than methods are the objects of study. Not the 
performance of tasks, but the solution of problems is the aim. 


IT IS ACCESSIBLE. | Sessions are held in the morning, the late afternoon and the evening. 


Write for full information. Write for a copy of the newcircular. It contains facts 
that will interest you. Address the Secretary. 


New York University School of Commerce, Accounts & Finance 


When writing to advertisers kindly mention THe JOURNAL OF ACCOUNTANCY. 


| 
| Washington Square, East, New York City 


This Book 
is described 
on opposile . 

page "NEY 
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Here’s the only Book ever Published 
on Modern Office Management! 


It shows by text, chart, form and picture how the most successful 
American offices are kept at top notch. You will increase the 
output and reduce the expenses in your office by using 


THE AMERICAN OFFICE 


ITS ORGANIZATION, MANAGEMENT AND RECORDS 
By J. WILLIAM SCHULZE, B.C S., C.P. A. 


Assistant cocvetars and formerly office manager of the Alexander Hamilton 
Institute, New York, Lecturer on office oganization and management in 
New York University School of Commerce, Accounts and Finance. 


“The American Office’ does for the office what the works of Taylor, Emer- 
son, Going, Parkhurst, Brandeis and Carpenter have done for the factory. 
There have been books on every other phase of organization and management, 
but this is the first and only work devoted to a practical study of the peculiar oer 4 what these 
features of office organization and management. From now on it will influ- Authorities say 


= i “Your book is exactly what I 
ence the office methods of every well-managed business concern. » ave bi a= for A. 4. 
Its four hundred pages are brim full of office pews” and “whys.” There isn’t a useless word in it, |e the last five years. 
Every page is the result of years of experience and, painstaking A ag It will be adopted asa text book 


at onee. I ratulate you 
Practical, every day office problems —big and little—are analyzed in a thorough and practical w: upon contributing #0 20 fine a work 
How to select, use and maintain office machinery; how to plan, in out and orgavize an office; how t0 to business litera 
select, train and manage employees; all the important records and systems (completely illustrated); in Joseph Freneh Jo Johnson, 
all, one hundred and seventy-five topics are fully, clearly and concisely treated ook over the partial Dean N. Y. University 
list of contents. Many of these subjects have never before been discussed in book or magazine. School ‘icv 
The author, Mr. J. William Schulze, is particularly fitted to discuss those 
things that would be most valuable to the business ue 
He has spent many years in ion, The completeness of your 
a uring, pu ublishing and advertising lines and in public accounting | book is evidence of a great 
Partial Contents bai e has personally investigated some of the largest and best | Of investigation and painstaking 
offices in the country, including National Cash Register un. work. Youare to be congratu- 
These are a few of the 175] Burroughs Adding Machine Company, Hill Publishing Company, | lated u tion." such a successful 
topics treated. many of the large automobile companies. ghey we a complet 
Office Appliances -all the mod-| order houses, ete. His crisp statements of fact are based u the 
money-saving office ma-| best modern practice. 
omee Desks, cabinets, parti- This valuable book is for the go-ahead business man— the man liadelphia. 
tions, etc. who is keen to adopt real money-saving and money-making methods. wtniisae 
Office lighting and ventilating It is also for the live-wire young man who wants to advance him- i 
Laying out floor ROF space self by constructive work in his office, y 
4 and building an organ- THE AMERICAN OFFICE has already been adopted as the text | which the average ensemthve te 
Hiring employees book in the New York University Course on Office he subject 0 entirely unfamifiar. ." the] - 
Office manuals; bonus systems It is aA? the only book devoted exclusively to the ject of oung man and text 4 
Vacation plans organizing, managing and systematizing an up-to-date oo x. is 
Schemes of supervision valual 
Daily and weekly records | we have absolute THE geri 
y apply ere is an easy way ve a copy submitted to you Pg 
ion systems for inspection at your office or home without expense. Key 
Social New York fi Publishing 
Office libraries, F REE TRIAL OF F ER 
Petty {nleving: systems 38 Mercantile 
r v an 
department e price of ‘‘The American is only three Library Bidg., New 
Order systems But you needn't send any money now. Kindly send mee cop py of 
Purchasing department records] Sign the coupon, attach it to your business letterhead The American 
Records for am and collec-] and mail it immediately. Your copy will come .-’ meets with my approval and 
tion departmen f al b il. decide to it, I to to 
Records for em boo book ‘back y charges lect. 
don't—return the We'll stand ex- 


penses both ways. That's how certain .“ Name 
$87 sta ig we are of its value to you. Thisis an |“ 
illustrations. introductory offer shortly to be .- Address 200000. 

Handsomely bound in withdrawn. Use the coupon. of 

ze. State 
ye Note: Just attach this to your bust 
ad letterhead and send it to abses address. 
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Mr. Givaudan.” 


“There is a lot of valuable 
business knowledge scattered 
here and there, but it’s of little 
use to a business man until it 
is put into a systematic, di- 
gestible form. That’s what 
your Course does. You make 
it possible to ‘read business’ in 
the same sense that a man can 
‘read law’.” 

Mr. Ingersoll himself sub- 
scribed for the Modern Busi- 
ness Course and Service, in 
February, 1910. He has had 
over three years in which to 
test it and appraise its value to 
him in his business. His rec- 
ommendation counts. 


All Classes of Men in Business 
are included Among the Enthusi- 
astic Subscribers to the Modern 
Business Course and Service. 


and 


F and mail the coupon. Do not hesitate. 


ADVISORY COUNCIL 


Commerce, Accounts and Finance. 


National City Bank, New York. 


Public Accountants. 


Towne Mfg. Co. 


out the plan and the scope of 
forth such comments. 


JOSEPH FRENCH JOHNSON, D.C.S.., 
FRANK A. VANDERLIP, LL. D., President 
JEREMIAH W. JENKS, LL. D., Professor | Position... 


of Government, New York University. 
HENRY R. TOWNE, President Yale & 


“READING BUSINESS” 


H. INGERSOLL, President of the Advertising Men's 
League of New York, Marketing Manager of Robert H. Ingersoll & 
Bro., the makers of the watch that “ ole the dollar famous,” came to 

our office the other day with Mr. R. T. Givaudan, Auditor of his Company. 
“Mr. Givaudan has seen the light,” said Mr. In 
take up your Modern Business Course and Service. 
start the reading again and go through your Course from beginning to end with 


— “He is ready to 


urthermore I am going to 


Mr. Ingersoll is one of more 
than ten thousand subscribers 
who are ready to testify to 
the great practical value in 
their everyday affaxs of the 
work of the Alexander Ham- 
ilton Institute. 

Some of these subscribers 
are business generals; others 
are young men still trudging 
in the ranks. Some are ad- 
vertising men; some are ac- 
countants; some are shop 
executives. Whatever their 
positions, they are all picked 
men. They are looking ahead. 
They are moving up. 


Our booklet “ Business Brains” cortains our message to such 
men. We will gladly send it to you upon request. Simply sign 
You should at least find 
the Course and Service which calls 


Alexander Hamilton Institute 


23 Astor Place, New York City 


ELIJAH W. SELLS, M.A.,C. P.A. Senior | Name ---------seseseersesenseseentnesesens 
Member Haskins & Sells, Certified 


Without placing me under any sort of obligation send me your 
talk on “ Business Brains”, and full information regarding the Modern 
Dean, New York University School of | Business Course and Service. 


When writing to advertisers kindly mention THE JoURNAL OF ACCOUNTANCY. 


| Commercial Manager 
“Your Course constitutes a splendid 
Bs equipment for a business executive bring- 
‘a ing, as it does, directly to him essential 2 
inciples boiled down in plain, matter-of- 
form by men who know.” 
Pe N. A. Hawkins, Commercial Mgr. 
Ford Motor Company, Detroit, Michigan 
a “*It is the best ‘nvestment | have ever 
made. am only sorry that | did not 
ars ago. would have great- 
yet it is not too late." 
Theodore H. Rade. 
Bank Clerk 
** As Economics is generally dry and . 
: volume of the Institute Course is a diver- : 
¢ sion from such dryness. and | find it a ‘ 
pleasure to read such a book as this." 
Wells-Fargo Nevada National Bank, 
San Francisco, California 


J 


The Journal of 

keep you informed on the 
Treasury rulings and Federal de- : fe 
cisions as made 


It is impossible be fully posted on the 

ury rulings'and Federal decisions as they are made; for each of these. decisions 
the procedure underthe law. The special Incomt Pak Department of- thé Journal of 
Accountancy, conducted by Mr, John By of Touche, Niven’ & Co, 


. gives these rulings month by month, with valuable on their practical 
cation in - accounting ising 


November (whi contain the Sst Tax 
sedition 


“The Income Tax by 
A. Staub, C. P. A., furnishes con- 


the “Income Tax Guide,” by Mr. Walter A. Staub. C. P. A. of Lybrand, Ross Bros. 

& Montgomery, is unsurpassed. It boils down itto 80 pages all the salient features of 


prise 


Henry Crofut White, L.'L. B., gives: 
the Act complete with exhaustive notes - 


annotated; a brief but thorough history of Income: "Tex Legisiation in the 
States and other countries; a discussion of the. constitutiouality of the Act aad of it 
construction; revised statutes relating to administration of the internal law] 


@ table of citations covering the most important and ‘English 
the Appendix Federal Income Tax. Acts, limitations. aed penalties,” work 
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@Accountanecy Practice ordinarily involves 
voluminous detail work which must be done 
by Staff assistants-men who should have 
such personality and professional education 
that the ideals of the employing accountant 
may be attained for the benefit of the client. 


The problem of securing and holding such” 


men is the most difficult one in Accountancy Practice. . 


GA further difficulty is the lack of Accounting ander. 
standirs on-the part of chents’ employees. . The account:. 
ant is blamed for many a fault, especially in constructive jf 
work, which is due to sueh lack of support. As a meas-. ff 


ure of self-protection, therefore; the Accountant must select competent 
men for his clients and recommend tones eourses for 
employees. 


@Pace & Pace for yeats have helped to solve these pe Pee by 
selecting, from the thousands of students in the Standardized Courses, 
logical recruits for Accountancy staffs and suitable men for eammercial 
positions. Recommendations have been ‘made only after painstaking 
study of the individual and his aecomplishments. Far the good of 


both employer and student, only men with undoubted professional naret se have 
been recommended for Accountancy staff positions. . 


Qpartners, seniors and juniors, hundreds in the aggregate, -are on on hand 
as evidence of the success of the country-wide constructive: program of education 
and_selection in Accountancy practice which is being carried out. In private 


practice, too, every large city furnishes examples, from Comptrollers down, of the. voeational 
judg:nent and educational worth of the Face & Pace organization. 


@jana now the demands for this Placement service are so heavy that anaffiliated organiz- 


ation, the Pace Bureau, has been created under the personal supervision of Homer S$. Pace, 
C, P.A., and Charles A. Pace, of the New York Bar. You are at fiberty to Command its services.” 


30 Church St., New York 


When writing to advertisers kindly mention Tam JowanaL op 
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